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Weighted Average Cost of Capital (WACC)

CALCULATION OF WEIGHTED AVERAGE COST OF CAPITAL

Risk-Free Rate (Rf)
The average retum on 20-year bonds during the period 1995 to 1999 was used. The time frame
under consideration for both future cash flows and lease terms is 20 years or more. The past five

years are relevant for most of the right-of-way transactions under consideration.

Return on 20-Year Treasury Bonds

1995 6.95
1896 6.83
1997 6.69
1998 572
1999 6.20
Average Risk-Free Rate (Rf) = 6.48

Beta (B)

Four companies were chosen based on their business concentration in fiber-optics technology.

Company Beta
Level 3 Communications 1.29
Global Crossing 2.09
Broadwing 1.24
Qwest 1.20
Average Beta (B) = 1.46

Equity Risk Premium (Rp)

The long horizon expected equity risk premium was used, based on the S&P 500 benchmark. Data from
Ibbotson Associates.

Equity Risk Premium (Rp) = 8.00
Size Premium (A)

All of the companies under consideration have market capitalization figures above the $4.2 billion threshold
quoted in Ibbotson Associates.

Size Premium {(A) = 0.00

Page 1 of 2



Weighted Average Cost of Capital (WACC)

Cost of Equity Capital (COEC)

Rf+B(Rp}+ A=

Level 3 Communications 16.80

Global Crossing 23.20

Broadwing 16.40

Qwest 16.08

Industry Average 18.12

Debt-Equity Ratio

Leve! 3 Communications 1.13
Global Crossing 0.54
Broadwing 1.07
Qwest 0.34
Average Debt-Equity Ratio = 0.77

Cost of Debt

The average of the Prime Lending Rate as reported by the Federal Reserve over the past five years, plus one
percentage paint.

1985 883
1996 . 827
1997 8.44
1998 8.35
1899 8.00
Industry Average = 9.38

Weighted Average Cost of Capital (WACC)

WACC = Equity x COEC + Debt x Cost of Debt x (1 - Tax Rate)
Equity + Debt Equity + Debt
Level 3 Communications 10.87
Global Crossing 17.04
Broadwing . 10.83
Qwest 13.43
Industry Average | 12.68

The Appropriate Discount Rate

Based on the above calculations, a nominal discount rate of 12.5 percent is deemed appropriate for
discounting future cash flows. Based on the expected rate of inflation of 2.5 percent, the appropriate real
discount rate is 10.0 percent. For discounting future confractual payments for right-of-way transactions, the
cost of debt is used. The figure is rounded to 9.5 percent, with upward rounding resulting in conservative net
present values.
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Business Overview

Engages in the information services, communications and cozl mining businesses
through ownership of operating subsidiaries and substantial equity positions in public
companies.

Company Performance ($mil

Revenue EPS Dividend Rate
1999 515.0 (146) 0.00
1998 392.0 2.66 0.00
1997 NA NA NA
1996 NA NA NA
1995 ] NA NA NA
Growth Rate (%)} NC NC NC

Industry Growth Rate (%) 1142 15.63 {19.34)

Current Investment Raﬁngs
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First Call Consensus Estimates ((0:4/20/00)

Period Mean EPS  #of Brokers  Year Ago EPS
Current Quarter (Jun/00) -1.10 7 ©0.37
Current Fiscal Year (Dec/00) -4.60 13 -1.70
Pricing Momentum (04/20/00)

Company Industry S&P 500
5 Day Moving Avg. 80.93 61.84 53.16
10 Week Moving Avg. 10494 71.05 54.22
200 Day Moving Avg. 79.37 59.79 54.11
This week’s momentumn 60 80 99
Prior week’s momentum 58 82 105
Five Year Beta 1.28 141 1.00

Short Interest {(03/10/00)

Company Industry S&P 500
Short Interest Shares 12,978,416 5,549,366 3,058,887
Short Interest Ratio 4.8 13 33

Kex Measares !04/‘20!001
Latest 12 Months/Most Recent Quarter

Company Industry S&P 500
P/E NE 65.0 304
Price/Book 8.06 10.19 5.10
Price/Sales 48.20 4.78 2.19
Price 1o Cash Flow (3473 - 335 17.6
EPS (1.89) 0.99 1.78
Dividend Rate 0.00 0.07 0.64
ROE NE 15.8 17.2
Debt/Equity 1.13 0.29 1.04
Company Snapshot
Exchange NASDAQ National Markets
Industry . Processing Systems/Prods
Number of Employees 1,225
Chairman/CEQ James (). Crowe
Address 1025 Eldorado Blvd, Broomfield, CO, 80021
Phone (720) 888-1000
Dividend Reinvestment Plan NO
Last Reported Ex-Dividend Date NA
Dividends Paid per Share YTD _ 0.00
Shares Out. {mil) 04/19/00 341.07
Market Cap. (mil) 04/20/00 28,437.21
Last Stock Split Factor 08/10/58 : 2forl

http://iwww . thomsoninvest.net/cgi-bin/tipsheet ticker=lL VLT &1d=
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Business Overview

The worid’s first independent provider of global long distance telecommunications
facilities and services, utilizing a network of undersea digital fiber-optic cable systems
and associated terrestrial backhaul capacity.

Company Performance ($mil

Revenue EPS Dividend Rate
1999 1,664.8 Q.27 0.00
1993 424.1 (0.38) .00
1997 NA NA NA
1996 NA NA NA
1995 NA NA NaA
Growth Rate (%) NC NC NC

Industry Growth Rate (%) 31.96 (0.85) (18.68)

Cuorrent Investment Raﬁngs
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. POSITIVE
First Call Consensus Estimates (04/20/00
Period Mean EPS  #of Brokers  Yeur Ago EPS
Current Quarter (Mar/00) -0.39 3 0.00
Current Fiscal Year (Dec/00) -1.711 7 -0.37
Pricing Momentum (04/20/00)

Company Industry S&P 500
5 Day Moving Avg. 28.79 5095 53.16
10 Week Moving Avg. 4556 60.63 54.22
200 Day Moving Avg. 4075 54.02 54.11
This week’'s momentum 33 70 99
Prior week’s momentum 4G 73 105
Five Year Beta 2.09 0.92 1.00
Short Interest (03/10/00)

Company Industry S&P 500
Short Interest Shares 29,720,627 4,972,593 3,058,887
Short Interest Ratio 22 10.1 33

Kex Measures {MIZM}OI

Latest 12 Months/Most Recent Quarter

Company Indostry S&P 500
P/E NE 352 304
Price/Book 2.38 5.29 5.10
Price/Sales 13.14 4.16 219
Price to Cash Flow 127.9 - 135 17.6
EPS (0.15) 1.45 1.78
Dividend Rate 0.00 0.55 0.64
ROE NE 12.0 17.2
Debt/Equity 0.54 0.66 1.04
Company Spapshot
Exchange NASDAQ National Markets
Indusry Telecom Services/Foreign
Number of Employees 12,400
Chairman/CEQ Leo 1. Hindery, Jr.
Address Wessex House, 45 Reid Street, Hamilton, BU,
HMI2
Phone (441) 296-8600
Dividend Reinvestment Plan NO
Last Reported Ex-Dividend Date NA
Dividends Paid per Share YTD G.00
Shares Out. {mil) 03/17/00 779.71
Market Cap. (mil} 04/20/00 21,929.46
Last Stock Split Factor 03/10/99 2forl

http://www . thomsoninvest.net/cgi-bin/tipsheet ?ticker=GBLX &id=
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Business Overview

A diversified telecommunications services holding company. Company operates in the
following segments: local communications, broadband, wireless, directory and other
cormmunications.

Company Performance ($mil

Revenue EPS  Dividend Rate
1999 1,131.3 0.20 0.30
1998 885.0 1.08 0.40
1997 1,756.8 0.10 0.40
1996 1,573.6 1.35 0.40
1995 1,336.0 (0.25) 0.40
Growth Rate (%) 4.31) NC (4.02)

Industry Growth Rate (%) 15.31 (15.90) (15.34)

Current Investment Raﬁng
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First Call Consensus Estimates (04/20/00)
Period Mean EPS  #of Brokers  Year Ago EPS
Current Quarter (Mar/0Q) -0.39 8 0.18
Current Fiscal Year (Dec/00) -0.97 I3 0.36

Company Industry S&P 500
5 Day Moving Avg. 2844 49.43 53.16
10 Week Moving Avg. 3370 5243 54.22
200 Day Moving Avg. 27.85 5157 54.11
This week’s momentum 74 91 g9
Prior week’s momentum 91 101 105
Five Year Beta 1.24 0.67 1.00
Short Interest (03/10/00)
Company Indusiry S&P 500
Short Interest Shares 0 8,609,376 3,058,887
Short Imerest Ratio 00 22 33

Latest 12 Months/Most Recent Quarter

F/E

Price/Book
Price/Sales

Price to Cash Flow
EPS

Dividend Rate
ROE

Debt/Equity

Companv Snapshot

Company Industry S&P 500
118.1 404 304
2.87 6.45 510

5.08 346 2.19

262 - 13.2 176

024 1.23 1.78

G.40 (.89 0.64

19 175 172

1.07 1.1 1.04

Exchange

Industry

Number of Eroployees
Chatrman/CEO

Address

Phone

Dividend Reinvestment Plan
Last Reported Ex-Dividend Date
Dividends Paid per Share YTD
Shares Out. (mil) 03/22/00
Market Cap. (mil) 04/20/00
Last Stock Split Factor 06/02/97

New York Stock Exchange
Telecom Services/Domestic
6,000

Richard G. Ellenberger

201 East Fourth Street, Cincinnati, OH, 45202
{513) 397-9900

YES

07/02/99

0.30

202.55

5.747.38

2forl
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Busin erview

Provider of communications services to interexchange carriers and other
communications entities and to businesses and consumers, and it constructs and installs
fiber optic communications systems for interexchange carriers and other communications

entities.
Company Performance ($mil)

Revenue EPS  Dividend Rate
1999 3,927.6 0.60 0.00
1998 22426 (1.51) (.00
1997 _ 696.7 0.04 0.00
1996 731.0 (0.02) 0.00
1995 NA NA NA
Growth Rate (%) NC NC NC
Industry Growth Rate (%) 1531 . (15.90) (15.34)

http://www.thomsoninvest.net/cgi-bin/tipsheet ticker=Qé&id= 4/24/00
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First Call Consensus Estimates ((4/20/00)

_ Period Mean EPS  # of Brokers  Year Ago EPS
- Current Quarter (Mar/00) 0.03 21 0.01
Current Fiscal Year (Dec/00) 0.19 23 0.09
Pricins Momentum ¢ 04!20!1)0!
Company Industry S&P 500
5 Day Moving Avg. 41.70 4943 33.16
10 Week Moving Avg. 4879 52.43 5422
200 Day Moving Avg. 38.38 5157 54.11
This week’s momentum 20 91 99
Prior week’s momentum 88 101 105
Five Year Beta 1.20 0.67 1.00

Short Interest (03/10/00)

Company Industry S&P 500
Short Interest Shares 75,993,604 8,609,376 3.058,887
Short Interest Ratio 6.5 22 33

Kex Measures !04)‘20;‘00!

Latest 12 Months/Most Recent Quarter

Company Industry S&P 500
PE 69.6 404 304
Price/Book 4355 6.45 510
Price/Sales 747 3.46 219
Price to Cash Flow 370 - 132 17.6
EPS 0.61 123 1.78
Dividend Rate ' 0.00 0.89 0.64
ROE 6.7 175 17.2
Debl/Equity 0.34 1.11 1.04
Company Snapshot
Exchange New York Stock Exchange
Industry Telecom Services/Domestic
Number of Employees 10,000
Chairman/CEQ Joseph P. Nacchio
Address 700 Qwest Tower, 555 Seventeenth Strect, Denver,
CO, 80202
Phone ' (303) 592-1400
Dividend Reinvestment Plan NO
Last Reported Ex-Dividend Date ) NA
Dividends Paid per Share YTD ’ 0.00
Shares Out. {mil) 04/20/00 750.00
Market Cap. (mil) 04/20/00 31,875.00
Last Stock Split Factor 05/25/99 2forl

hutp://www .thomsoninvest.net/cgi-bin/tipsheet ticker=Q&id= 4/24/00



Thomson Investors Network - Stock Cenier Page 3 of 3

Financial Data provided by Media General Financial Services

Help | Site Map } My Account | Advertiser Info | _Paringr Program | Privacy Statement

@ Copyright 2000 Thomson Financial
Thomson Investors Nelwork is & product of Thomson Financial Interactive, 8 Thomson Financial comparny.

http://www.thomsoninvest.net/cgi-bin/tipsheet Mticker=Q&id= 4/24/00



Page 1 of 1

RIFLGFCYZ20_N.A:
.*:Rate
.*:Rate of interest in money and capital markets
. *:Federal Reserve System
.L.:Long-term or capital market
-L_G. :Government securities
.L.G.F. :Federal
.L.G.F.C.*:Constant maturity

. .L.G.F.C.Y20. : Twenty-year
_M.:Not Seasonally adjusted
A:Twelve months ending December
NOTE: The 20-year constant maturity estimated by the Department
of the Treasury is based on outstanding Treasury bonds with
approximately 20 years remaining to maturity. This series is not
identical to the historical 20-vear constant maturity series
which was based on actual 20-yvear bonds issued through 1986.
YIELDS ON TREASURY SECURITIES AT CONSTANT, FIXED MATURITY ARE
CONSTRUCTED BY THE TREASURY DEPARTMENT, BASED ON THE MOST
ACTIVELY TRADED MARKETABLE TREASURY SECURITIES. YIELDS ON
THESE ISSUES ARE BASED ON COMPOSITE QUOTES REPORTED BY U.S.
GOVERNMENT SECURITIES DEALERS TQ THE FEDERAL RESERVE BANK QF
NEW YORK. TO OBTAIN THE CONSTANT MATURITY YIELDS, PERSONNEL AT
TREASURY CONSTRUCT A YIELD CURVE EACH BUSINESS DAY AND YIELD
VALUES ARE THEN READ FROM THE CURVE AT FIXED MATURITIES.
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tem2 Oy
1993 6.29
1554 7.49
1985 6.95
1996 6.83
1997 6.69
1998 5.72 -

1999 6€.20

hitp://www bog.frb.fed.us/releases/H15/data/a/tcm20y.txt 4/24/00
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RIFSPELP_N.A:

R.*:Rate

.*:Rate of interest in money and capital markets
.F.*:Federal Reserve System

.F.S.*:8hort-term or money market

.F.5.P.*:Private securities

.F.S.P.BL._*:Bank loans to business

LF.S.P.BL._P.:Prime rate

.tNot seasonally adjusted

.A:Twelvé months ending December

THE PRIME RATE IS A 7-DAY RATE WITH WEEKENDS AND HOLIDAYS
CONTAINING THE PRIOR BUSINESS DAY’'S VALUE. THE DAILY PRIME
IS THEREFCORE MORE SUITABLE FOR MANY PURPOSES.

E:ﬂ;ﬁ@:uw:n
HHHHHH

prime
19t6 3.77
1957 4.20
13858 3.83
1959 4.48
1260 4.82
1%61 4.50
1962 4.50
1963 4.50
1964 4.50
1985 4.54
1966 5.63
1987 5.63
1968 6§.31
1969 7.96
1970 7.91
1971 5.73
1972 5.25 B
1973 8.03
1974 10.81
1975 7.86
1976 6.84
1977 6.83
1978 9.06
187% 12.67
1980 15.26
i581 18.87
1982 14.85
1983 10.79
1984 12.04
1985 9.93
1586 8.33
1987 8.21
1588 g.32
1988 10.87
1890 10.02
1991 46

[
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http:/fwww bog.frb.fed.us/releases/H15/data/a/prime.txt 4/24/00
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1997
1958
1999

http://www.bog.frb.fed us/releases/H15/data/a/prime.txt

8.27
g.44
8.35
8.00
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Table D-1 Key Variables in Estimating
the Cost of Capital
— Valve
Yields (Riskless Rates}! -
Long-term (20-year) U.S. Treasury Coupon Bond Yicld 54%
- Ingermediate=serm (5-year) U.S. Treasury Coupon Note Yield = 47
Short-serm (30-day ) U.S. Treasury Bill Yield - 45
Fixed Income Risk Premia2
Expected default premizm: long-term corporaze bond total returns minus
long.term government bond total recurns 04
Expected long-term harizon premium: long-term governmenr bond income
rerurns minus U.S. Treasury bill total returns! 14
Expecred intermediase-term horizon premizm: intermedizre-term
govemnment bond income rerurns minus U.S. Trezsury bilk total returns’ 1.0
Market Benchmark
S&P 500 NYSE 1-2
Equity Risk Premia=
Long-harizon expected equity risk premivm: lasge company stock tocal
rerwms minus long-rerm government bond income returns 8.0% 1%
Intrrmediare-horizon oxpected equity risk premium: lacge company stock
tora] requms minus ineermediate-term government bend income rerurns 84 75
Sherr-horizon expecred equity risk premium: latge company stock total
rerurns minus U.5. Treasury bill roral returns’ 9.4 8.5
Size Premia
Lxpecred mid-capiralization equity size preminm: capimlization between
5918 and $4,200 millien 0.5 1.0
Expecred low-capiralizarion equity size premium: capitalization between
$252 and 3918 millien 11 1.5
Lxpecred micro-capitalization equity size premium: capitalization below
§252 million 26 3.0

1 As of December 31, 1998, Maguritics are approximate.

2 Expecred risk premia for fixed income are based on the differences of historical arithmeric mean returns from 1970-1998.

3 Expecred risk premiz for equities are based on the differences of historical arithmeric mean returns from 1926-199s.

4 See Chaprer 4 for complete methodology.

' For U.S. Treasury bills, the income return and total rerurn are the same.

Norte: Examples of how these varizbles can be used are found in Chaprer 1, pages 18 and 23.

2 5 6 SBBI: Valuation Edition 1999 Yearbook
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unal Occupancy Raies jor Telecommunication Instaliations

4

Subject: Longitudinal Occupancy Rates for Telecommunication Installations
Date: Wed, 15 Dec 1999 13:16:10 -0500
From: Peter_Schultze @dot.ca.gov
To: david.chapman@noaa.gov

fvi
Uttt b Forwarded by Peter Schultze/D03/Caltrans/CAGov on
12/15/99 10:35 AM ————mmmm e

{Embedded Fred Gay :

image moved 12/08/99 02:27 P

to file: {Embedded image moved to file:

pic02518.pex}) pic00689.pex)

To: Linda Fong/HQ/Caltrans/CAGov@DOT, Zouheir
Barazi/HQ/Caltrans/CAGovaDOT,
Gene Mattocks/HQ/Caltrans/CAGov@DOT, Peter
Schultze/D03/Caltrans/CAGovEDOT, Lynn Trexel/HQ/Caltrans/CAGovE@DOT
cc:
Subject: Longitudinal Occupancy Rates for Telecommunication Installations

02:1%
PM —mmmmmmm e e
Roy Nagy

12/09/9% 01:45 PM

To: Car]l Williams/HQ/Caltrans/CAGovEDOT, Tony
Harris/HQ/Caltrans/CAGoveDOT,
Ken De Crescenzo/HQ/Caltrans/CAGovEDOT
ce: (bcc: Fred Gay/HQ/Caltrans/CAGov)
Subject: Longitudinal Qccupancy Rates for Telecommunitation Installations

Wisconsin DOT has an active program to charge for fiber optic installations
within their access restricted rights of way. One attachment in their
following

e-mail includes a list of zll their contracts including the length of the
installation and the cempensation which is on a per mile basis. They
currently :

have 322.2 miles of R/W leased (20 years) for fiber with a current income of
$1.883,425 per vear. This program commenced in 1996. The second attachment
shows their pricing matrix. The per mile price varies based on the length of
the

installation and the ADT. Most of their installations have been for one
conduit

only. They are now receiving regquests to install multiple conduits which
should :

give them an opportunity to charge additional per mile fees.
—————————————————————— Forwarded by Roy Nagy/HQ/Caltrans/CAGov on 12/09/99

"Pasick, Robert" <robert.fasick@dot.state.wi_us> on 12/09/99 09:36:32 AM

To: Roy Nagy/HQ/Caltrans/CAGov

12/20/09 9:3%
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EASEMENT AGREEMENT
BY AND BETWEEN
THE MASSACHUSEITS TURNPIKE AUTHORITY
AND
LEVEL 3 COMMUNICATIONS, LLC

JULY 20, 1999






C. Notwithstanding the result of the Appraisal Process, in no event shall Fixed Rent
for any Extended Term be less than the Fixed Rent Floor. For purposes hereof, the term “Fair
Market Renta] Vale” shall mean the fair market rental of the nghts and easements herein granted
to the Company pursuant to this Agreement as of the cemmencement of the applicable Extended.
Term, taking into account all relevant factors, including, without limitation, the length of the
applicable Extended Temm, the rights and easements of the Company in and to the Easement Area
and the then prevailing market conditions. -

D. Within thirty (30) days following the determination of Fixed Rent for the
applicable Extended Term, the Authority and the Company agree to execute and deliver a
certificate confirming the exact amount of such Fixed Rent payable for such Term which
certificate shall be attached to, and become a part of, this Agreement, but the failure of either
party to execute and deliver such confirmatory certificate shall not affect or impair the validity
of such determination. :

- E. thwithstanding anything to the contrary contamed heréin, Fixed Rent for each
Year during each of the Extended Terms shall be increased pursuant to the formula set forth

Section 5A(e).
A. Fixed Rent.

A. The Company shall pay to-the Aﬁthority, or as directed by the Authority, without
offset, abatement, counterclaim, set off, deduction or demand of any kind, annual rent (“Fixed

Rent™) as follows: :
First Innerduct

(a) Subject to an annual increase pursuant to paragraph (€) hereof, for the First
Irmerduct, the Company shall pay Fixed Rent to the Authority calculated
as follows based upon a Full Route Easement Area of 132.8 miles:
(@) $659,112.96 per annum, plus (ii) after the first 96 fibers installed on the
cable in such Innerduct, $161,219.20 per annum for each set of up to and

_ “Including 24 fibers on such cable in such Innerduct up to and including .
(when taken together with such 96 fibers) a total of 288 fibers thereon,
plus (iii) $6,816.62 per anmum for each fiber on such cable m excess of
288. The obligation of the Company to pay the Fixed Rent amount
determined pursuant to clause (i) above shall be absolute and unconditional
and not affected by any act, thing or occurrence whatsoever, including,
without limitation, (X) any failure to complete the .installation and
construction of the Company’s Communication System (whether at all or

by a certain date) for any reason, () any decision by the Company to
install 96 or less fibers on such cable in the First Innerduct or (z) whether -
any such fibers, inter alia, are functional, operational or “lit” (as hereinafter
defined). The obligation of the Company to pay the Fixed Rent amount
determined pursuant to clauses (ii) and (iii) above shall be absolute and

15
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unconditional based solely upon the actual number of fibers located on
such cable (such number being determined solely at the Company’s
discretion), regardless of whether any such fibers, inter alia, shall be
functional, operational or “lit” The following illustrates three (3) examples
of the determination of the Fixed Rent pursuant to clauses (i), (ii) and (i)
above (without taking into account the annual increases pursuant to
paragraph (¢) below; reference is hereby made to such paragraph for Fixed-
Rent examples which Include such annual increases):

First Example: First Innerduct

- In the event that the First Innerduct shall have 288 fibers on the

cahle therein, then the Fixed Rent shall be determined as follows:

Fixed Rent wmder clause (i) equals $659,112.96. Fixed Rent
under clause (i1} is determined as follows: 288 mimus 96
equals 192. 192 divided by 24 equals 8, and 8 multiplied
by $161,219.20 equals $1,289,753.60. Fixed Rent under
clause '(iii) equals $0. The Fixed Rent therefore is
$659,112.96 plus $1,289,753.60 plus $0, or $1.948.866.56.

Second Fxample: First Jnperduct

- In the event that the First Imnerduct shall have 130 fibers on the

cable therein, then the Fixed Rent shall be determined as follows:

Fixed Rent umder clause (1) equals $659,112.96. Fixed Rent
under clause (i) is determined as follows: 130 minus 96
eqifals 34. Under clause (i), 34 yields 2 sets of up to and
including 24 fibers, and 2 muitiplied by $161,219.20 equals
$322,438.40. Fixed Rent under clause (iii) equals $0. The
Fixed Rent therefore is $659,112.96 plus $322,438.40 plus
30, or $981.551.36.

Third Example: FirstInnerduct

- In the event that the First Innerduct shall have 340 fibers on the

cabie therein, then the Fixed Rent shall be detenmined as follows:

Fixed Rent under clause (1) equals $659,112.96. Fixed Rent
under clause (ii) is determined as follows: 288 is the
maximum number for determining Fixed Rent under this
clanse. 288 minus 96 equals 192. 192 divided by 24 .
equals 8, and 8 multiplied by 3$161,215.20 equals

16
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(b)

$1,289,753.60. Fixed Rent under clause (iii) is determined
as follows: 340 minus 288 equals 52, and 52 multiplied by
$6,816.62 equals $354,464.24 The Fixed Rent therefore 1s
$659,112.96 plus $1,289,753.60 plus $354,464.24, or -
$2.303.330.80.

Second through 2nd including Sixth Innerdncts . "

Subject t0 an anmual increase pursuant to paragraph (e) hereof, for each of
the Second through and inchnding Sixth Innerducts, the Company shall pay
Fixed Rent to the Authority for each such Innerduct as follows based upon
a Full Route Easement Area of 132.8 miles: (1) $659,112.96 per annum
for up to and inclnding 96 “lit” fibers on such cable within each such
Tomerduct, plus (i) after the first 96 “lit” fibers on such cable in each such
Innerduct, $161,219.20 per annum for each set of up to and mcluding 24
“Iit” fibers on such cable in each such Innerduct up to and including (when
combined with the fibers contemplated under clause (1) above) a total of
288 “Iit” fibers, plus (iii) $6,816.63 per annum for each “lit” fiber on such
cable in each such Inmerduct in excess of 288. Fixed Rent for any of such -
Innerducts with “lit” fibers therein shall commence on the date that-the
fiber(s) therein become “lit” and shall continue until the end of the Term.
Notwithstanding anything to the contrary contained in this Agreement, (1)
upon the commencement of the third (3rd) Year of the Term, ail fibers on
the cable in the Second Innerduct shall be deemed to be “lit” (whether or
not same actually shall be “lit”), and (2) upon the commencement of the
sixth (6th) Year of the Term, 21l fibers on the cable in the Third Innerduct
shall be deemed to be “lit” (whether or not same actually shall be *“1it™).
In the event that (a) there shall be no fibers installed in the Second
Tmnerdnct by the commencement of the Third Year or (b) there shall be no
fibers installed in the Third Innerduct by the commencement of the Sixth
Year, ther, in either case, 96 fibers shall be deemed to have been mstalled
in the applicable Jnnerduct by the commencement of the applicable Year,
and pursuant to the foregoing, all such fibers shall be deemed to be “lLit.”
Axny fibers actually installed in such Innerducts after the comumencement
of the applicable Year in excess of the 96 fibers already deemed “lit” shall
be deemed “lit” immediately upon their instailation therein. Omnce “lit” (or
deemed “%it™), the obligation of the Company to pay Fixed Rent on account
of such fiber shall be absolute, unconditional and continue until the end of
the Term, and shall not be affected by any act, thing or event whatsoever,
including, without limitation, any malfunction, accident, or casualty m, to
or otherwise affecting the Company’s Communication System, or any
voluntary or involuntary decision by the Company not to keep or maintain
such fiber as “lit” at any time-thereafter during the Term. For purposes
hereof, the term “lit” shall mean such fiber is actively transmitting, or

—
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capable of actively transmitting, data or other information at any speed or
frequency (other than pursuant to an initial test of €ach fiber by the
Company to determine its ability to function). The following illustrate
examples of the determination of Fixed Rent pursuant to clauses (1), (1)
and (iii) above (without taking into account Fixed Rent increases pursuant
to paragraph (e); reference is hereby made to such paragraph for Fixed
Rent examples which include such annual increases): -

First Example: Second Through and Includine Sixth Inperducts

- In the event that each of thé Second, Third, Fourth, Fifth and Sixth

Inmerducts shall have 288 “lit” fibers on the cable therein, then the
Fixed Rent for such Innerducts shall be determined as follows:

Fixed Rent under clanse (1) equals $659,112.96. Fixed Rent
under clause (i) is determined as follows: 288 minus 96
equals 192. 192 divided by 24 equals §, and 8 multiplied
by $161,219.20 equals $1,289,753.60. Fixed Rent under
clanse (iii) equals §0. The Fixed Rent per Imnerduct
therefore is $659,112.96 plus $1,289,753.60 plus $0, or
$1,948,866.56. Fixed Rent for such Innerducts combined
would be 5 muitiphed by $1,948,866.56, or $9.744.332.80.

Second Example: Second Through and Iné]uding Sixth Innerducts

- In the event that each of the Second, Third, Fourth, Fifth and Sixth

Innerducts shall have 144 “Iit” fibers on the cable therein, then the
Fixed Rent for such Imnerducts shall be determined as follows:

Fixed Rent under clanse (i) equals $659,112.96. Fixed Rent
under clause (ii) is detennined as follows: 144 minus 96
equals 48. Under clause {ii), 48 yields 2 sets of up to and
including 24 fibers, and 2 multiplied by $161,219.20 equals
$322:438.40. Fixed Rent under clause (iii) equals $0. The
Fixed Rent per Innerduct therefore is $659,112.96 plus
$322,438.40 plus 30, or $981,551.36. Fixed Rent for such
Innerducts would be 5 multiplied by 3981,551.36, or

$4.907.756.80.

'~ [Given that all fibers in the Second Innerduct shall be
' deemed “1it” uporr the commencement of the third (3rd)
Year of the Term (whether or not same actually shall be
“lit"™) and all fibers in the Third Innerduct shall be deemed
“1it” upon the sixth (6th) Year of the Term. (whether or not
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samne actually shall be “%it”), the foregoing example assumes
a Year during the Term prior to the third (3rd) Year.]

Third Example: Second Through and Including Sixth Inperducts

- In the event that each of the Second, Third, Fourth, Fifth and Sixth
Imnerdncts shall have 340 “lit” fibers on the cable therein, then the -
Fixed Rent for such Innerducts shall be determuned as follows:

Fixed Rent under clause (1) equais $659,112.96. Fixed Rent
under clause (ii) is determmed as follows: 288 is the
maximum number for determinmg Fixed Rent under this
clanse. 288 minus 96 equais 192. 192 divided by 24
equals 8, and 8 multiplied by $161,219.20 equals
$1,289,753.60. Fixed Rent under clause (iii) is determined
as follows: 340 minus 288 equals 52, and 52 muiltiplied by
$6,816.62 equals "$354,464.24. The Fixed Rent per
Irmerduct therefore is $659,112.96 plus $1,289,753.60 plus
$354,464.24, or $2,303,330.80. Fixed Rent for such
Innerducts would be 5 multiplied by $2,303,330.80, or

$11.516.654.

Seventh through and including Twelfth Innerducts

Subject to an anmual increase pursuant t6 paragraph (e) hereof, for each of
~ the Seventh through and including Twelfth Innerducts, the Company shall
pay Fixed Rent to the Authority for each such Innerduct as follows based
upon 2 Full Route Easémnent Area of 132.8 miles: (i) $161,272.32 per
annum for up to and including 96 “Iit” fibers on such cable within each
such Innerduct, (if) after the first 96 “lit” fibers on such cable in each such
Innerduct, $35,059.20 per apnum for each set up to and including 24 “1it”
fibers on such cable in each such Innerduct up to and including (when
combined with the fbers contemplated under clause (i) above) a total of
288 “Iit” fibers, plus (i1} $6,816.62 per annum for each “lit” fiber on such
-cable and each such Innerduct o excess-of 288. Once “lit”, the obligation -
of the Company to pay Fixed Rent on account of such fiber shall be
absolute, unconditional and continue until the end of the Term, and shall
not be affected by any act, thing or event whatsoever, including, without
limitation, any malfinction, accident or casualty in, to or otherwise
affecting the Company’s Communication System, or any voluntary or
involuntary decision by the Company not to keep such fiber “lit™ at any
time thereafter during the Term. The following illustrate exampies of the
- determmination of Fixed Rent pursuant to clauses (i), (11) and (iii) above
(without taking into account Fixed Rent increases pursuant to paragraph
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(€); Teference is herein made to such paragraph for Fixed Rent examples
which include such annual increases):

First Example: Seventh Through and Including Twelfth
Innerducts :

In the event that each of the Seventh, Eighth, Ninth and Tenth-
Innerducts shall have 288 “Iit” fibers on the cable therem (with
each of the Eleventh and Twelfth Inmerducts having no “Lit” fibers
therein), then the Fixed Rent for such Immerducts shall be
determined as follows: .

Fixed Rent under clause (i) equals $161,272.32. Fixed Rent
under clause (i1) is deterrmined as follows: 288 minus 96
equals 192. 192 divided by 24 equals 8, and 8§ multiplied
by $35,059.20 equals $280,473.60. Fixed Rent under
clause (iii) equals $0. The Fixed Rent per Innerduct
" therefore is $161,272.32 plus 3$280,473.60 plus $0, or
$441 745.97" Fixed Rent for such Innerducts combined
would be 4 multiplied by $441,745.92, or $1.766,983.68.

Second Example: Seventh Thropgh and Including Twelfth
Innerducts : '

In the event that each of the Seventh, Eighth, Ninth and Tenth
Innerducts shall have 130 “lit” fibers on the cable therein (with
each of the Eleventh and Twelfth Innerducts having no “lit” fibers
therein), then the Fixed Rent for such Innerducts shall be

determmned as follows: -

Fixed Rent under clause (i) equals $161,272.32. Fixed Rent
under clause (113 is determined as follows: 130 minus 96
equals 34. Under clause (ii), 34 yields 2 sets of up to and -
including 24 fibers, and 2 multiplied by $35,059.20 equals
- -$70,118.40. Fixed Rent under clause (iit) equals $0. The
Fixed Rent per Innerduct therefore 1s $161,272.32 plus
$70,118.40 plus $0, or $231,390.72. Fixed Rent for such
Innerducts would be 4 mult:phed by $231,350.72, or

$925.562.88,
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Third Example: Seventh Throueh apd Including Twelfih
Tnnerducts

- In the event that each of the Seventh, Eighth, Ninth and Tenth
Innerducts shall have 340 “lLit” fibers on the cable therein (with
each of the Eleventh and Twelfth Innerducts having no “lit” fibers
theretn), then the Fixed Rent for such Imnerducts shall be-
determined as follows:

Fixed Rent under clause (i) equals $161,272.32. Fixed Rent
under clause (ii) is determined as follows: 288 is the
maximumm number for determining Fixed Rent under this
clause. 288 minus 96 equals 192. 192 divided by 24-
equals 8 and & multiphed by $35,059.20 equals
$280,473.60. Fixed Rent under clanse (iii) is determined as
follows: 340 minus 288 equals 52, and 52 multiplied by
$6,816.62 equals $354,464.24. The Fixed Rent per
Innerduct therefore is $161,272.32 pius $280,473.60 plus

.. 335446424, or $796210:16. Fixed Remt for such
Innerducts would be 4 multiplied by $796,210.16, or
$3,184.840.64.

Thirteenth through and incloding Twentieth Inperducts

Subject to an annual ncrease pursuant to paragraph (e) bereof, for each of
the Thirteenth through and including Twentieth Innerducts, the Company
shall pay Fixed Rent to the Authority for each such Innerduct as foliows
based upon a Local Loop Easement Area of [9.2] miles: (1) $11,172.48
per annum for up to and mcluding 96 “hit” fibers on.such cable within each
such Innerduct, (ii) after the first 96 “lif” fibers on such cable in each such
Innerduct, $2,428 80 per anoum for each set up to and including twenty-
four “lit” fibers on such cable in each such Innerduct up to and mciuding
(when combined with the fibers contemplated under clause (i) above) a
total of 288 “lit” fibers, plus (iii) $472.24 per annum for each “Iit” fiber
on such cable and each such Innerduét in excess of 288. The foregomng

- notwithstanding, no Fixed Rent shall be owed by the Company on account

of the Thirteenth and Fourteenth Innerducts for up to and includmg 288
“lit” fibers on the cable in each such Imnerduct. Once “ht”, the obligation
of the Company to pay Fixed Rent on account of such fiber shall be
absohite, unconditional and continue until the end of the Term, and shall
not be affected by any act, thing or event whatsoever, including, without
limitation, any malfunction, accident or casualty in, to or otherwise
affecting the Company’s Communication System, or any voluntary or
involuntary decision by the Company not to keep such fiber “li’ at any
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time thereafier during the Term. The following illustrate examples of the
determination of Fixed Rent pursuant to clauses (1), (1) and (111) above
(without taking into account Fixed Rent increases pursuant to paragraph
(e); reference is herein made to such paragraph for Fixed Rent examples
which inciude sach annual increases): :

First Example: Thirteegth Through and Including Twentieth~ -
Innerducts - ‘

- In the event that each of the Thirteenth, Fourteenth, Fifteenth,

Sixteenth, Seventeenth and Eighteenth Innerducts shall have 288
“lit” fibers on the cable therein (with each of the Nineteenth and
Twentieth Innerducts having no “lit” fibers therem), then the Fixed
Rent for such Innerducts shall be determined as follows:

Fixed Rent under clause (i) equals $11,172.48." Fixed Rent
under clause (il) is determined as follows: 288 minus 96
equals 192. 192 divided by 24 equals 8, and § multiplied
by $2,428.80 equals $19,430.40. Fixed Rent under clause
(iii) equals $0. The Fixed Rent per Innerduct therefore is
$11,172.48 plus $19,430.40 plus $0, or $30,602.88.
However, no Fixed Rent is owed under clanses (i) and (i)
on account of the Thirteenth and Fourteenth Imnerducts
because the number of “lit” fibers theremn does not exceed
288. Therefore, Fixed Rent for such Innerducts would be
‘4 (i.e., representing the Fifteenth, Sixteenth, Seventeenth
and Eighteenth Imnerducts) muliplied by $30,602.88, or
$122.411.52. -

Second Example: Thirteenth Through and Including Twentieth .

Innerducts -

- In the event that each of the Thurteenth, Fourteenth, Fifteenth,

Sixteenth, Seventeenth and Eighteenth Innerducts shall have 130
“lit” fibers on the cabie thereit (with each of the Nineteenth and
Twentieth Innerducts having no “lit” fibers therein), then the Fixed
Rent for such Inmerducts shall be determined as follows:

Fixed Rent under clause (i) equals $11,172.48. Fixed Rent
under clause (ii) 1s determined as follows: 130 minus 96
equals 34. Under clause (ii), 34 yields 2 sets of up to and
including 24 fibers, and 2 muliiplied by $2,428.80 equals
$4.857.60. Fixed Rent under clause (iii) equals $0. The
Fixed Rent per Imnerduct therefore is $11,172.48 plus
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$4,857.60 plus $0, or $16,030.08. However, no Fixed Rent
is owed under clauses (i) and (ii) on account of the
Thirteenth and Fourteenth Innerducts becanse the mumber of
“Iit” fibers therem does not exceed 288. Therefore, Fixed
Rent for such Innerducts would be 4 (i.e., representing the
Fifteenth, Sixteenth, Seventeenth and Elghteenth Innerducts)
multiplied by $16,030.08, of $64.120.32. -

Third Example: Thirteenth Through and Including Tientieth
Innerducts : -'

In the event that each of the Thirteenth, Fourteenth, Fifteenth,
Sixteenth, Seventeenth and Eighteenth- Innerducts shall have 340
“lit” fibers on the cable therein (with each of the Nineteenth and
Twentieth Innerducts baving no “lit” fibers therein}, then the Fixed
Rent for such Innerducts shall be-determined as follows: :

Fixed Rent under clause (i) equals §11,172.48. Fixed Rent
under clause (i) is determmined as follows: 288 is the
maximum number for determming Fixed Rent under this
clause. 288 minus 96 equals 192. 192 divided by 24
equals 8, and 8 multiplied by $2,428.80 equals $19,430.40.
No Fixed Rent is owed under clauses (1) and (11) on account
of the Thirteenth and Fourteenth Imnerducts. Therefore,
Fixed Rent under clanses (i) and (i1) equats $11,172.48 plus
$19,430.40, or $30,602.88, and $30,602.88 multiplied by 4
(i.e., representing the Fifteenth, Sixteenth, Seventeenth and .
Eighteenth Innerducts) equals $122.411.52. Fixed Rent
under clause (iii) per Innerduct is determined as follows:
340 minus 288 eguals 52, and 52 multiplied by $472.24
equals $24,556.48. The Fixed Rent under clause (iit) for
such Imnerducts is $24,556.48 multiplied by 6 (i.e.,
representing the Thirteenth, Fourteenth, Fifieenth, Sixteenth,
Seventeenth and Eighteenth Innerducts), or $147.338.88.
Therefore, Fixed Rent under clanses (1), (i1) and (iil) would
be $122,411.52 plus $147,338.88, or $269,750.40.

In addition to the Fixed Rent determined under paragraphs (a)-(d) of this
Section 5A, for each year during the Term (including, without limitation,
the Extended Terms) other than the First Year, Fixed Rent as otherwise
determined in accordance with this Section 5A shall be increased per
annum by multiplying such Fixed Rent by the CPI Factor, but in no event
less than such annual Fixed Rent muitiplied by 1.025 (the “Increase
Floor™) nor greater than such annual Fixed Rent multiplied by 1.05 (the
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“Iperease Factor’™). In applying the provisions of the preceding sentence
with respect to the Second through and including the Twentieth Inmerducts,
the parties expressly acknowledge and agree that the Authority shall not
lose the benefit of any mcrease mn Fixed Rent under such sentence as a
result of no Fixed Rent being due and payable for all or any of the Second
through and including Twentieth Innerducts for any prior Year; it being
acknowledged by the Company that any calculation of Fixed Rent for any-
such Innerduct for any Year (other than the First Year) shall be computed
taking into account all Increase Factors for all prior Years. Within thirty
(30) days following the determination of the Increase Factor and such
Fixed Rent for each such Year, the Authority and the Company agree to
execute and deliver a certificate confirming the Increase Factor and the
exact arpount ef such Fixed Rent payable for such vear which certificate
shall be aftached to, aud become a part of, this Agreement, but the failure
of either party to execute and deliver such confirmatory certificate shall not
affect or impair the validity of such determination. - Any delay in
calculating the Increase Factor shall not waive or release the Company
from paying any increase in Fixed Rent on account thereof. .In the event
of any such delay, the Company shall pay Fixed Rent for the applicable
year using, for purposes of this paragraph (), the Increase Floor, with any
readjustment and payment from the Company to occur following the
determination of the Increase Factor. The following set forth multiple
examples of the calculation of Fixed Rent imm accordance with this

paragraph:

‘I. . First Set of Examples of Fixed Rent Increase Formula:

Each is an example of calculating the Fixed Rent for the one (1) year
period-commencing on June 1, 2000 through and including May 31, 2001
(i.e., the Second Year). For this Year, the Measurement Period is March
1, 1999 through and including February 29, 2000.

A. Assume CPI for February, 2000 (CPI 1982-84 equals 100)
was 140 and CPI for February, 1999 (CPI 1982-84 equals
100) was 136.8. 140- divided by 136.8 equals 1.023.
Because 1.023 is less than 1.025, the Increase Factor used
to calculate Fixed Rent for this year would be 1.025:

In the event that the First Innerduct shall bave 288 fibers on
the cabie therein, Fixed Rent for such Innerduct would be
$1,948.866.56 as determined in the First Example: First
Innerduct under Section 5A(z). $1,948,866.56 multiplied
by 1.025 equals=§1.997.588.22 which would be the Fixed
Rent for the First Innerduct for the ome (1) year period
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commencing June 1, 2000 through and including May 31,
2001.

In the event that each of the Second, Third, Fourth, Fifth
and Sixth Immerducts shall have 288 “lit” fibers on the cable
therein, Fixed Rent for such Inmerducts would be
$9,744,332.80 as determined in the First Example: Second ~
through and includimg Sixth Innerducts under Section
5A(b). $9,744,332.80 multiplied by  1.025 equals
$9.987.941.12 which would be the Fixed Rent for such

- Innerducts for the one (1) year period commencing June 1;

2000 through and mchiding May 31, 2001.

In the event that each of the Seventh, Eighth, Ninth and
Tenth Innerducts shall have 288 “ht” fibers on the cable
therein (with each of the Eleventh and Twelfth Innerducts
having no “lit” fibers therein), Fixed Rent for such
Innerducts would be $1,766,983.68 as determined in the

. First Example: Seventh through and including Thirteenth

Tonerducts under Section 5A(c). $1,766,983.68 muliiphed
by 1.025 equals $1,811,158.27 which weuld be the Fixed

Rent for such Inmerducts for the ome (1) year period
commencing June I, 2000 through and including May 31,
2001. :

In the event that each of the Thirteenth, Fourteenth,
Fifteenth, Sixteenth, Seventeenth and Eighteenth Innerducts
shall have 288 “lit”” fibers on the cable therein (with each of
the Nineteenth and Twentieth Innerducts having no “ht”
fibers therein), Fixed Rent for such Irmerducts would be
$122,411.52 as determined i the First Example: Thirteenth
through and including Twentieth Innerducts under Section
5A(d). $122,411.52 multipied by 1.025 -equals
$125.471.81 which would be the Fixed Rent for such
Inperducts for the one (1) year period commencing June 1,
2000 through and includmg May 31, 2001.

Under this example, total Fixed Rent payable by the
Company under this Agreement for the one (1) year period
commencing June 1, 2000 through and including May 31,
2001 would be $1,997,588.22 plus $9,987,941.12 plus
$1,811,158.27 plus $125,471.81, or $13.822.159.42.

]

25



"

Assume CPI for February, 2000 (CPI 1982-84 equals 100)
was 142 and CPI for February, 1999 {CP1 1982-84 equals
100) 'was 136.8. 142 divided by 136.8 equals 1.038.
Because 1.038 is greater than 1.025 but less than 1.05, the
Increase Factor used to caiculate Fixed Rent for this year

would be 1.038:

-~

In the event that the First Tunerduct shall have 130 fibers on
the cable therem, Fixed Rent for the First Imerduct would
be $981,551.36-as determined in the Second Example: First
Imnerduct under Section 5A(a). 3981,551.36 multiplied by
1.038 equals $1,018.850.31 which would be the Fixed Rent
for the First Innerduct for the ome (1) year period
commencing June 1, 2000 through and including May 31,
2001.

In the event that each of the Second, Third, Fourth, Fifth
and Sixth Inmerducts shall have 144 “Lit” fibers on the cable
therein, Fixed Remt for such Innerducts would be
$4,907,756.80 as determined m the Second Example:
Second through and including Sixth Imnerducts under
Section 5A(b). $4,907,756.80 multiplied by 1.038 equals
$5,094.251.56 which would be the Fixed Rent for such
Innerducts for the one (1) year period commencing June I,
2000 through and mcluding May 31, 2001.

In the event that each of the Seventh, Eighth, Ninth and
Tenth Innerducts shall have 130 “lt” fibers on the cable
therein (with each of the Eleventh and Twelfth Innerducts
baving no “lt” fibers therein), Fixed Rent for such
Innerducts would be §925,562.88 as determined in
accordance with the Second Exammple: Seventh through and
including Twelfth Innerducts under Section 35A(c).
$925,562.88 multiplied by 1.038 equals $960,734.27 which
would be the Fixed Rent for such Innerducts for the one (1)
year period commencing Jupme 1, 2000 through and
including May 31, 2001.

In the event that each of the Thirteenth, Fourteenth,
Fifteenth, Sixteenth, Seventeenth and Eighteenth Irmerducts
shall have 130 “lit” fibers on the cable therein (with each of
the Nineteenth and Twentieth Innerducts having no “lit”
fibers on the cable therein), Fixed Rent for such Innerducts
would be $64,120.32 as determined in accordance with the
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Second Example: - Thirteenth through and inchuding
Twentieth Innerducts under Section SA(d). $64,120.32
multiplied by 1.038 equals $66.556.89 which would be the
Fixed Rent for such Innerducts for the one (1) year period
commencing June 1, 2000 through and including May 31,
2001.

LN

Under this example, total Fixed Rent payable by the
Company under this Agreement for the one (1) year period
commencing June 1, 2000 through and mmcluding May 31,
2001 would be $1,018,850.31 plus 3$5,094,251.56 plus

$960,734.27 plus $66,556.89, or $7,140,393.03.

Assume CPI for February, 2000 (CPI 1982-84 equals 100)
was 150 and CPI for February, 1999 (CPI 1982-84 equals
100) was 136.8. 150 divided by 136.8 equals 1.096.
Because 1.096 is greater than 1.05, the Increase Factor used -
to calculate anoual Fixed Rent for this year would be 1.05:

In the event that the First Innerduct shall have 340 fibers on
the cable therein, Fixed Rent for such Innerduct would be
$2,303,330.80 as determined in the Third Example: First
Innerduct under Section 5A{z). $2,303,330.80 multiphied
by 1.05 wonld be $2.418.497.34 which would be the Fixed
Rent for such Innerduct for the period commencing June 1,
2000 and continuing through apd including May 31, 2001.

In the event that each of the Second, Third, Fourth, Fifth
and Sixth Innerducts shall kave 340 “lit” fibers on the cabie
therein, Fixed Rent for such Innerducts would be
$11,516,654 as determined m the Third Example: Second
through and including Sixth Imnerducts under Section
5A{b). $11,516,654 multiphed by 1.05 would be
$12.092.486.70 which would be the Fixed Rent for such
Innerducts for the one (1) year period commencing June 1,
2000 and continuing through and including May 31, 2001.

In the event that each of the Seventh, Eighth, Ninth and
Tenth Innerducts shall have 340 “ht” fibers on the cable
therein (with each of the Eleventh and Twelfth Innerducts
having no “lit” fibers on the cable therein), Fixed Rent for
such Innerducts would be 33,184,840.64 as determined in
the Third Example: Seventh through and including Twelfth
Innerducts under Section 5A(c). $3,184,840.64 muitiplied
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and Twentieth Innerducts) and (e) the Increase Factor for the Year
commencing June 1, 2000 through and inchuding May 31, 2001 was
1.05. :

Assume CPI for February, 2001 (CPI 1982-84 equals 100)
was 140 and CPI for February, 2000 (CPI 1982-84 equals
100) was 136.8. 140 divided by 136.8 equals 1.023. -
Because 1.023 is less than 1.025, the Increase Factor used
to calculate Fixed Rent for this Year would be 1.025:

As determined in the First Example: First Innerduct in
Section 5A(z), Fixed Rent for the First Year on account of
the First Innerduet-wenld be $1,948 866.56. For the Year
commencirg June 1, 2000 through and including May 31,
2001, we have assumed, as set forth above, an Imcrease
Factor of 1.05. Thus, $1,948,866.56 muitiplied by 1.05
equals $2,046,309.89 which would have been the Fixed
Rent for the First Immerduct for the one (1) year period
commencing June 1, 2000 through and including May 31, -
2001. For the next Year (Le., the Year commencing Jure 1,
2001 and contiming through and including May 31, 2002), .
the Increase Factor, as determined above, is 1.025. Thus,
$2,046,309.89 multiplied by 1.025 equals $2.097.467.64 and
this would be the Fixed Rent payable on account of the
First Innerduct for the one (1} year period commencing
Tune 1, 2001 and continuing through and including May 31,
2002. - .

As determined in the First- Example: Second through and
including Sixth Innerducts, Fixed Rent for such Imnerducts
would be $9,744,332.80 as adjusted as follows. First, even
though no Fixed Rent was owed by the Company on
account of such Imperducts prior to June 1. 2001. such
figure_would be muitiplied by 1.05. the Increase Factor
zpplicable to the Year commencing June 1. 2000 through
and including Mayv 31, 2001. which equals $10,231.549.44.
For this Year (i.e., the Year commencing June 1, 2001 and
continuing through and including May 31, 2002), the
Increase Factor, as determined above, is 1.025. Thus,
$10,231,549.44 muitiplied by 1.025 equals $10.487.338.17
which would be the Fixed Rent for such Innerducts for the
one (1) yezr period commencing June 1, 2001 through and
including May 33, 2002.
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As determined In the First Example: Seventh through and
including Twelfth Innerducts, Fixed Rent for such
Innerducts would be $1,766,983.68 adjusted as follows.
First. even though no Fixed Rent was owed by the
Company_on _account of such Innerduets prior to Juge I,
2001 . such figure would be multiplied by 1.05, the Increase
Factor applicable to the Year commencing June 1. 2006
through and including Mav 31, 2001. which equals
$1.855.332.86. For this Year (i.c., the Year commencing
June 1, 2001 and contnuing through and including May 31,
2002), the Increase Factor, as determined above, is 1.025.

‘Thus, $1,855332.86 multiphed by .1.025 equals

$1.901.716.18 which would be the Fixed Rent for the one
(1) year period commencmng June 1, 2001 through and
mmcluding May 31, 2002. :

As determined in the First Example: Thirteenth through and
including Twentieth Innerducts, Fixed Rent for such
Innerducts would be $122,411.52 adjusted as follows. First,

even though no Fixed Rent was owed by the Company on

account of such Innerducts pror to Jupe 1. 2001, such
ficure would be multiplied by 1.05. the Increase Factor
applicable to the Year commencing June 1. 2000 through
and including May 31. 2001, which equals $128.532.10.
For this Year (i.e., the Year commencing June 1, 2001 and
continuing through and including May 31, 2002), the
Increase Factor, as determined above, is 1.025. Thus,
$128 532.10 multiplied by 1.025 eguals $131.745.40 which
would be the Fixed Rent for. the one (1) year period hme 1,
2001 through and mcluding May 31, 2002.

- Under this example, total Fixed Rent payable by the

Company under this Agreement for the one (1) year period
commencing June 1, 2001 through and including May 31,
2002 would be $2,097,467.64 plus $10,487,338.17 plus
$1,901,716.18 plus $131,745.40, or $14.618.267.39.

The Fixed Rent shall be payable annually, in advance, on or before the first.day
of each Year during the Term to such address as the Authority shall from time to time designate
by notice (without any obligation or requirement on the part of the Authority to send the
Company an invoice for Fixed Rent, provided, however, that if the Anuthority elects in its sole
discretion to send any such invoice to the Company, same shall not (i) require or obligate the

. Authority to send the Company any such invoice in subsequent years or (ii) change or extend the
foregoing due date for the payment of Fixed Rent) in lawful money of the United States. Until
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notice of some other designation is given by the Authority, Fixed Rent shall be paid by
remittance to the Authority. All payments of Fixed Rent shall be made (2) by the mailing or
delivering to the Authority of the Company’s check in the amount of such payment drawn on a
commercial bank with offices in the continental United States, and shall be deemed timely made
if received by the Authority on or before the due date thereof, provided that if such check is not
paid and hqaored upon presentation thereof, duly endorsed, such check shall not constitute
payment or (b) by wire transfer of immediately available Federal funds on or before the due date- -
thereof in accordance with wiring instructions provided to the Company by the Authority.

C. Notwithstanding anything to the contrary contained m Section B, (1) the Company
shall pay $329,556.48 to the Authority concurrently with the execution and delivery of this
Agreement which shall be applied against the Fixed Rent owed for the First Year, with the
balance (the “First Year Fixed Rent Balance™) of such Fixed Rent for the-First Year being due
and payable-to the Authority upon the earlier to occur of (1) completion of the Company’s
Communication System or (ii) the end of the First Year, and (2} if at any time during any Year
during the Term, any fibers in the Second through and including Twentieth Innerducts shall
become “lit,” the Company shall so notify the Authority and if Fixed Rent atiributable therefor
has not been paid by the Company for such Year, the Company shall pay same simultaneously
therewith, prorated from the date such fiber(s) became “lit” through and including the end of such
Year. '

D. Concurrently with the payment to the Authority of the First Year Fixed Rent
Balance, the Company shall provide the Authority with a written certification, in form and
substance satisfactory to the Authority, contatmng the exact number of fibers mitially installed
on the cable in the First Innerduct and (if available) the other Innerducts. Notwithstanding
anything to the contrary contained in this Agreement, the Authority and the Company agree that
the number of fibers on the cables in the Innerducts may be increased during the Term-beyond
the pumber initially installed in such Inmerducts. Fixed Rent payable with respect to any
additional fibers installed in the First Innerduct shall be payable commencing on the date of
mstallation thereof prorated through the end of the Year in which such installation occurs. Fixed
Rent payable with respect to any additional fibers installed in the Second through and including
Twelfth Innerducts shall be payable commencing on the date such additional fibers shall become
“lie” (subject to the provisions of Section 5(A)(b) with respect to the Second and Third Innerducts
in which such additional fibers may be deemed “lit” upon the mstallation thereof). No decrease
in the number of fibers in any Innerduct shall reduce the Fixed Rent owed to the Authority
hereunder. With each subsequent annual Fixed Rent payment, the Company shall provide the
Autherity with a written certification, in form and substance satisfactory to the Authority,
containing the exact number of Innerducts with “lit” fiber and the number of “lit” fiber in each
such Innerduct as of the date of such certification and for the immediately preceding Year. At
any time or from time to time dwing the Term, the Company agrees to pravide to the Authority
such other and further certifications and information respecting the Innerducts as the Authonity
may reasonably request. In the event that any-certification from the Company shall understate
- the amount of “lit” fibers in any of the Second througl and including Twentieth Innerducts, then
the Company shall pay the amount the Fixed Rent attributable therefor to such understatement

31



with accrued interest thereon at the Default Rate from the date that such Fixed Rent was due,
together with a disincentive payment to the Anthority in an amount equal to 125% of the
foregoing sum, following demand therefor.

E. The Company agrees that in the event that any fibers shall be “lit” in any of the
Third through and including Twelfth Innerducts, then notwithstanding anything to the contrary
contained kerein, the Company thereafter shall pay Fixed Rent for each of the preceding
Innerducts (other than the First Innerduct) on the basis of the greater of (i) the number of fibers™
“lit” (or deemed “lt”) in each such Innerduct or (i) 96 “lit” fibers.

F. In addition, upon the earlier to occur of (i) three (3) days following the Authority’s
approval of the Company’s Plans for the initial construction and installment of the Company’s
Communication-System-or (ii) the last day of the First Year, the Company shall pay $2,000,000
to the Authority (the ‘Lump Sum Payment”™): The Lump Sum Payment shail be fully éamed by
the Authority upon the occurrence-of any of the events described in clauses (i) and (ii) above,
and is z nop-refindable payment to the Authority in addition to, and not a credit against, the
Fixed Rent and the other obligations of the Company hereunder.

G. In addition, concurrently with the execution and delivery of this Agreement and
m satisfaction of the Cormpany’s obligation to the Authority under Section B3(a) of the Letter of
Intent, the Company shall pay $75,000 to the Authority to reimburse the Authority for certain
reasonable out of pocket costs imcurred by the Authority in connection with the negotiation,
documentation and implementation of the Letter of Intent and this Agreement.

6. = Compliance with Legal Requirements.

From and after the Commencement Date, the Company shall comply promptly with any
and all present and future, laws, rules, orders, ordinances, regulations, statutes, requirements,
codes and executive orders irrespective of the nature of the work required to be ‘done,
extraordinary as well as ordinary, foreseen or unforseen, of any and all federal, state, city or other
governmental, public or quasi-public anthorities now existing or hereafter created, and of any and
all of their departinents and bureaus, including, without linitation, - ail applicable Environmental
Laws, and of any Board of Fire Underwriters or other body exercising similar fumctions
(collectively, “Legal Requirements™) which in any way affect or relate to th‘ﬁ:ompany, the
Easement Area and/or the Company’s Communication System, including, without limitation, (%)
the use, nonuse, construction, maintenance, use or occupation of the Easement Area and/or the
Company’s Communication System and (ii) all laws of the Commonwealth of Massachusetts
relating to taxes. In furtherance of the foregoing, it shall be the sole responsibility of the
Company to obtain, at its sole cost and expense, any and all applicable federal, state and local
permits, approvals, licenses and reviews, including, without limitation, the review and approval
of all applicable local zoning and other authorities, in connection with the use, nonuse,
construction, maintenance, use and occupation of the Easement Area and/or the Company’s

Communication System. X
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notice to the other of its election 50 to do, whereupon this Agreement shall termimate upon the
expiration of the then currept Term.

G. Notwithstanding anything to the contrary comtained herein, no MAI écrtiﬁed
appraisers utilized by the Authority or the Company in the Appraisal Process shall be an employee
of the Authonty or the Company.

(T8

5. Fixed Rent.

A.  The Company shall pay to the Authority, or as directed by the Authority, without
offset, abatement, counterclaim, set off, deduction or demand of any kind (except io the extent
== otherwisespesifically-provided - hereis) -annual-rent. (Fixed Rent™). as:follows: : s o

(a) Subject to an annual increase pursuant to paragraph (c) hereof, for the First
" Inperduct, the Company shall pay Fixed Rent to the Authority calculated as
follows based upon an assumed 133.6 mile Easement Area: (i) $723,978.40
per annum, for up to the first 96 fibers installed on the cable in such
Innerduct, plus (ii) after the first 96 fibers installed on the cable in such
Innerduct, $164,595.20 per annum for each set of up to and including 24
fibers on such cable in such Innerduct (subject to Proration) up to and
including (when taken together with such 96 fibers) a total of 288 fibers
thereon, plus (iif) $6,857.69 per anmurn for each fiber on such cable in excess
of 288 fibers. For purposes hereof, the term “Proration” shall mean and
apply if there shall be more than 120 but less than 288 fibers located within
any Inmerduct, apd the total number of such fibers shall not be evenly
- - divisible by 24, then Fixed Rent umder clause (ii) for fibers 121 through 288 -

shall be payable on & per 24 set basis for each set of 24 fibers between 121
and 288 fibers, and on a per fiber basis for each fiber over and above the last
set of 24 fibers. For example, in the event that the total number of fibers
installed in an Innerduct is 186, then Fixed Rent under clause (ii) above for
fibers 121 through and including 168 sball be payable on the basis of 2 sets
of 24 fibers (i.e., covering fibers 121 through 168), and on a per fiber basis
for the remaining 18 fibers on such cabie. Proration shall not apply if more
than 96 but less than 120 fibers are located within any Innerduct; in such
circumstance, Fixed Rent under clause (ii) above for the fibers above 96 but
less than 120 shall be payable on the basis of 1 fuli set of 24 fibers. The
obligation of the Company to pay the Fixed Rent amount determined
pursuant to clause (i) above shall be absolute and unconditional and not
affected by any act, thing or occurrence whatsoever, including, without
limitation, (X) any failure to complete the instailation and construction of the
Company’s Communication System (whether at all or by a certain date} for
any reason, (y) any decision by the Company to install 96 or less fibers on
such cable in the First Innerduct or (z) whether any such fibers, inter alia, are
functional, operational or “lit” (as hereinafter defined). The obligaticn of the
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Company to pay the Fixed Rent amount determined pursuant to clauses (if)
and (iii) above shall be absclute and unconditional based solely upon the
actual number of fibers locatec: on such cable (such number being determined
solely at the Company’s discretion), regardless of whether any such fibers,
inter alia, shall be functional, operational or “lit.” The following illustrates
three (3) examples of the deterrnination of the Fixed Rent pursuant to clauses
(i), (i) and (i) above (without taking into account the armual increases
pursuant to paragraph (c) below; reference is hereby made to such paragraph
for Fixed Rent examples which include such annual increases):

"

First Example: First Innerduct

therein, then the Fixed Rent shall be determined as follows:

Fixed Rent under clause (1) equals $723,978.40. Fixed Rent
under clause (i) is determined as follows: 288 minus 96

" equals 192. 192 divided by 24 equals 8, and § multiplied by
$164,595.20 equals $1,316,761.60. Fixed Rent under clanse
(iii) equals $0. The Fixed Rent therefore is $723,978.40 plus
$1,316,761.60 plus $0, or $2.040.740.

Second Example: First Innerduct

- - . .Inthe event that the First Innerduct shall have 144 fibers on the cable
' therein, then the Fixed Rent shall be determined as follows:

Fixed Rent under clause (i) equals $723,978.40. Fixed Rent
under clause (ii) is deterniined as follows: 144 minus 96
equals 48. Under clause (ii), 48 yields 2 sets of up to and

- including 24 fibers, and 2 multiplied by $164,595.20 equals
$329,190.40. Fixed Rent under clause (iii) equals $0. The
Fixed Rent therefore is $723,978.40 plus $329,190.40 plus
$0, or $1.053,168.80.

Third Example: First Innerduct

- In the event that the First Innerduct shall have 340 fibers on the cable
therein, then the Fixed Rent shall be determuined as follows:

Fixed Rent under clause (i) equals $723,978.40. Fixed Rent
under clause (i) is determinec as follows: 288 is the
‘ maximum number for determining Fixed Rent under this
clause. 288 minus 96 equals 192. 192 divided by 24 gquals
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(b

--_(i)$164,595

8, and 8 multiplied by $164,595.20 equals $1,316,761.60.
Fixed Rent under clause (ifi) is determined as follows: 340
minus 288 equals 52, and 52 multiplied by $6,857.69 equals
$356,599.88. The Fixed Rent therefore is $723,978.40 plus
$1,316,761.60 plus $356,599.88, or $2.397.339.88.

Subject to an annual increase pursuant to paragraph (c) bereof, for each of the
Second through and including Sixth Innerducts, the Company shall pay Fixed
Rent to the Authority for each such Innerduct as follows based upon an
assumed 133.6 mile Easement Area: (1) $723,578.40 per annum for up to apd
inchiding 96 “lit” fibers on such cable within each such Inperduct, plus

machset.oﬁug_to_and mclndmo 24K fibers - - oo -

on such cable in each such Innerduct (subject to Proranon) up to and
including (when combined with the fibers contemplated under clause
(i) above) a total of 288 “lit” fibers, plus (1i1) $6,857.69 per aunum for each
“Tit” fiber on such cable in each such Innerduct in excess of 288 fibers.
Except as provided below, Fixed Rent for any of such Innerducts with *“lit”
fibers therein shall commence on the date that any such fiber or group of
fibers, as the case may be, is “lit” until the later of: (i) the fifth (5th) year
anniversary of such commencement date or (ii) the date at which time such
fiber is “unlit™ but in no event beyond the Term. Should the fiber installed
in any of the Second through and including Sixth Inmerducts be “lit” in
substitution of 2 previously “lit” fiber in a different Inperduct, and the
previousty “lit” fiber shall be simultaneously “unlit” and use of such fiber
discontinued, then Fixed Rent only shall be payable for the substituted fiber
and the Company shall not have any firther Fixed Rent obligetion for the
discontinued fiber (until same shall become “lit™ agam). For purposes
hereof, the term “lit” shall mean such fiber is actively transmitting data or
other information at any speed or frequency (other than pursuant to an initial
test of each fiber by the Company to determine its ability to function), and
the term “unlit” shall mean any fiber that is not “lit”. A fiber which is “Iit”
shall be and remain “lit” and not become “wunlit” as a result of any
malfunction, accident or casualty in, to or otherwise affecting the Company’s
Communication System. The following iHustrate examples of the
determination of Fixed Rent pursuant to clauses (3), (i) and (iii) above
(without taking into account Fixed Rent increases pursuant to paragraph (c);
reference is hereby made to such paragraph for Fixed Rent examples which
igclude such annual increases):

First Example: Second Through and Including Sixth Innerdaets

- In the event that each gf the Second, Third and Fourth Innerducts
shall have 288 “lit” fibers on the cabie therein (with the Fifth and
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Sixth Innerducts having no “lit” fibers therein), then the Fixed Rent _

for such Innerducts shall be determined as follows:

Fixed Rent under clause (i) equals $723,978.40. Fixed Rent
_under clause (i) is determined as follows: 288 minus 96
equals 192. 192 divided by 24 equals 8, and 8 multiplied by

$164,595.20 equals $1,316,761.60. Fixed Rent under clause

(iii) equals $0. The Fixed Rent per Innerduct therefore is
$723,978.40 plus $1,316,761.60 plus 30, or $2,040,740.
Fixed Rent for such Inmerducts combined would be 3
mul‘aphed by $2 040 ?40 or $6 122.220

Second Example Second Throuc, h and Includmg Snrth Innerducts

- In the event that each of the Second, Third and Fourth Innerducts
shall have 144 “lit” fibers on the cable therein (with the Fifth and
Sixth Innerducts having no “Iit” fibers therein), then the Fixed Rent
for such Innerducts shall be determined as follows:

Fixed Rent under clanse (i) equals $723,978.40. Fixed Rent
under clause (if) is determined as follows: 144 minus 96
equals 48. Under clause (ii), 48 yields 2 sets of up to and
including 24 fibers, and 2 multiplied by $164,595.20 equals
$329,190.40. Fixed Rent under clanse (iii) equais$0. The
- Fixed Rent per Innerduct therefore is $723,978.40 plus
$329,190.40 plus $0, or $1,053,168.80. Fixed Rent for such

Innerducts would be 3 multiplied by $1,053,168.80, or

$3.159.506.40.

Third Example: Second Through and Including Sixth Innerducts

- In the event that each of the Second, Third and Fourth Innerducts
shall have 340 “Jit” fibers on the cable theremn (with the Fifth and
Sixth Innerducts having no “lt” fibers therein), then the Fixed Rent

" for such Innerducts shall be determined as follows:

Fixed Rent under clause (i} equals $723,978.40. Fixed Rent
under clause (ii) is determined as follows: 288 is the
maximum number for determining Fixed Rent under this
clause. 288 minus 96 equals 152. 192 divided by 24 equals
8, and 8 multiplied by $164,595.20 equals $1,316,761.60.
Fixed Rent under clause (iii) is determined as follows: 340
minus 288 equals 52, and 52 multiplied by $6,857.69 equals
$356,599.88. The Fixed Rent per Innerduct therefore is
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$723,978.40 plus $1,316,761.60 plus $356,599.88. or
$2.397,339.88. Fixed Rent for such (3) Innerducts would be
3 multiplied by $2,397,339:88, or $7.192.019.64.

In addition to the Fixed Rent determined under paragraphs (a) and (b} of this
Section 5A, for each year during the Term (including, without limitation, the
Extended Temms) other than the First Year, Fixed Rent as otherwise
determined in accordance with this Section 5A shall be increased per anoum
by multiplying such Fixed Rent by the CPI Factor, but in no event less than
such annual Fixed Rent multiplied by 1.025 (the “Floor”) nor greater than
such annual Fixed Rent multiplied by 1.05 (the “Increase Factor”). In

-applying the provisions-ef the preceding-sentence-with-respect to-the-Second- — ——- e

through and including the Sixth Inmerducts, the parties expressly
acknowledge and agree that the Authority shall not lose the benefit of any
Increase in Fixed Rent under such sentence as a result of no Fixed Rent being
due and payable for all or any of the Second through and inciuding Sixth
Innerducts for any prior Year; it bemg acknowledged by the Company that
any calculation of Fixed Rent for any such Innerduct for any Year (other than
the First Year) shall be computed taking into account ali Increase Factors for
all prior Years. Within thirty (30) days following the determination of the
Increase Factor and such Fixed Rent for each such Year, the Authority and
the Company agree to execute and deliver a certificate confirming the
Increase Factor and the exact amount of such Fixed Rent payable for such
year which certificate shall be atiached to, and become a part of, this
Agreement, but the failure of either party to execute and deliver such
confirmatory certificate shall not affect or impair the validity of such
determination. Any delay in calculating the Increase Factor shall not waive
or release the Company from paying any increase in Fixed Rent on account
thereof. In the event of any such delay, the Company shall pay Fixed Rent
for the applicable year using, for purposes of this paragraph (c), the Floor,
with any readjustment and payment from the Company to occur following
the determination of the Increase Factor. The following set forth multiple
examples of the calculation of Fixed Rent in accordance with this paragraph:

I First Set of Examples of Fixed Rent Increase Formula:

Each is an example of calculating the Fixed Rent for the one (1) year period
cprmmencing on June 1, 2000 through and including May 31, 2001. For this
Year, the Measurement Period is March 1, 1999 through and including

February 29, 2000.
A. Assume CPI foy February, 2000 (CPI 1982-84 equals 100)

was 140 and CPI for February, 1999 (CPI 1982-84 equals
100) was 136.8. 140 divided by 136.8 equals 1.023. Because
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1.023 is less i22n 1.025, the Increase Factor used to calculate
Fixed Rent for this year would be 1.025:

In the event that the First Ionerduct shall have 288 fibers on
the cable therein, Fixed Rent for such Innerduct would be
$2,040,740 as determined in the First Example: First
Innerduct under Section 5A(a). $2,040,740 multiplied by”
1.025 equals $2.091,758.50 which would be the Fixed Rent
for the First Inperduct for the ome- (1) year period
commencing June 1, 2000 through and ncluding May 31,
2001.

In the event that the Second Third and Fourth lunerducts shall
have 288 “lit” fibers on the cable therein (with the Fifth aud
Sixth Inperducts having no “Iit” fibers therein), Fixed Rent
for such Innerducts would be $6,122,220 as determined in the

First Example: Second through and including Sixth

Inperducts under Section 5A(b). $6,122,220 multiplied by
1.025 equals $6.275.275.56 which would be the Fixed Rent
for such Innerducts for the one (1) year period comunencing
June 1, 2000 through and including May 31, 2001.

Under this example, total Fixed Rent payable by the
Company under this Agreement for the one (1) year period.
commencing June 1, 2000 through and including May 31,
2001 would be $8.367.634.

Assume CPI for February, 2000 (CPI 1982-84 equals 100)
was 142 and CPI for February, 1999 (CPI 1982-84 equals
100) was 136.8. 142 divided by 136.8 equals 1.038. Because
1.038 is greater than 1.025 but less than 1.05, the Increase
Factor used to calculate Fixed Rent for this year would be

1.038:

In the event that the First Innerduct shall have 130 fibers on

the cable therein, Fixed Rent for the First Innerduct would be

$1.053,168.80 as determined in the Second Example: First

Innerduct under Section 5A(a). $1,053,168.80 multiplied by

1.038 equals $1,093.189.21 which would be the Fixed Rent

for the First Innerduct for the one (1) vear period

commencing June 1, 2000 through and including May 31,.
2001.

i~}
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C.

In the event that the Second, Third and Fourth Inperducts
shall bave 144 “1it” fibers on the cable therein (with the Fifth
and Sixth Innerducts having no “lit” fibers therein), Fixed
Rent for such Inmerducts would be $3,159,506.40 as
determined in the Second Example: Second through and
including  Sixth Innerducts under Section SA(b).
$3,159,506.40 multiplied by 1.038 equals $3.279.567.64"
which would be the Fixed Rent for such Inperducts for the
one (1) year period commencing June 1, 2000 through and
including May 31, 2001.

Under this example, - total Fixed Rent payahle- by -

~ Company under this Agreement for the one (1) year period

cornmencing June 1, 2000 through and mcluding May 31,
2001 would be $4.372.756.85.

-Assume CPI for February, 2000 (CP] 1982-84 equals 100)

was 150 and CPI for February, 1999 (CPI 1982-84 equals
100) was 136.8. 150 divided by 136.8 equals 1.096. Because
1.096 is greater than 1.05, the Increass Factor used fo
calculate armual Fixed Rent for this year would be 1.05:

In the event that the First lunerduct shall have 340 fibers on
the cable therein, Fixed Rent for such Inperduct would be
$2,397,339.88 as determined in the Third Example: First
Inperduct under Section-5A(). $2,397,339.88 multiplied by
1.05 would be $2.517.206.87 which would be the Fixed Rent
for such Innerduct for the period commencing June 1, 2000
and continuing through and including May 31, 2001.

In the event that each of the Second, Third and Fourth
Innerducts shall have 340 “lit” fibers on the cable therein
(with the Fifth and Sixth Innerducts having no “Iit’ fibers
therein), Fixed Rent for such Innerducts would be
$7,192,019.64 as determined in the Third Example: Second
through and Including Sixth Innerducts under Section 5A(b).
$7,192,019.64 multiplied by 1.05 would be §7.551.620.67
which would be the Fixed Rent for such Innerducts for the
one (1) year period commencing June 1, 2000 and continuing
through and incliading May 31, 2001.

Under this example, total Fixed Rent payabie by the
Company under this Agresment for the one (1) year period
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commencing June 1, 2000 and contipuing through and
including May 31, 2001 would be $10.068.827.49.

FER Second Set of Examples for Fixed Rent Increase Formula

The following is an example of the calculation of Fixed Rent for the one (1)
year period commencing on June 1, 2001 through and including May 31,
2002. For this Year, the Measurement Period is March 1, 2001 through and
inchiding February 28, 2002.

- For purposes of this example, assume that (2) each of the Innerducts

- has 788 strands of fiber on the cable therein; (b) each-of the fibers in
~ the Second, Third and Fourth Innerducts became“}it” on June 1, 2001
(with no “Irt” fibers in the Fifth and Sixth Innerducts) and (c) the
Increase Factor for the Year commencing June 1, 2000 through and
mcluding May 31, 2001 was 1.05.

Assume CPI for February, 2001 (CPI 1982-84 equals 100)
was 140 and CPI for February, 2000 (CPI 1982-84 equals
100) was 136.8. 140 divided by 136.8 equals 1.023. Because
1.023 15 less than 1.025, the Increase Factor used to calculate
Fixed Rent for this Year would be 1.025:

As determined in the First Example: First Innerduct in
Section 5A(a), Fixed Rent for the First Year on account of the
First Innerduct Innerduct would be $2,040,740. For the Year
commencing June 1, 2000 through and inchuding May 31,
2001, we have assumed, as set forth above, an Increase Factor
of 1.05. Thus, $2,040,740 multiplied by 1.05 equals
$2,142,777 which would have been the Fixed Rent for the
First Innerduct for the one (1) year period commencing June
1, 2000 through and including May 31, 2001. For the next
Year (Le., the Year commencing June 1, 2001 and continuing
through and mcluding May 31, 2002), the Increase Factor, as
determined above, is 1.025. Thus, $2,142,777 multiplied by
1.025 equals $2.196.346.490 and this would be the Fixed Rent
payable on account of the First Innerduct for the one (1) year

" period commencing June 1, 2001 and continuing through and
including May 31, 2002.

As determined in the First Example: Second through and
Including Slxth Innerducts, Fixed Rent for such Innerducts
would be $6, 132,220 as adjusted as follows. First. even
thoueh no Fixed Rent was owed by the Companv on account
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of such Inmerducts prior to June 1. 2001 such ficure would be
muttiplied by 1.05. the Increase Factor applicable to-the Year
commencing June 1. 2000 through and including Mav 31.
2001. which equals $6.428.331. Forthis Year (i.e., the Year
commencing June 1, 2001 and continuing through and
inchiding May 31, 2002), the Increase Factor, as determined
above, is 1.025. Thus, 56,428,331 multiplied by 1.025 equals ™
$6.589.039.27 which would be the Fixed Rent for such
Innerducts for the one (1) year period commencing Juge 1,
2001 through and including May 31, 2002

--_-—-—TInder-ths: -example,

@

Company under this Agreement for the one ( 1) year pernod
commencing June 1, 2001 through and including May 31,
~ 2002 would be $8.785.385.67.

In the event that the Company installs more than the First, Second and Third
Innerducts as part of the Company’s Communication System and no fiber is
“lit” in each of the Fourth, Fifth and Sixth Innerducts (such Innerducts in
which no fiber is “lit” being hereinafter refemred to individually as an
“Affected Innerduct” and collectively as the “Affected Innerducts™) on or
before the end of the eighth (8th) Year of the Term, the Authority, at its sole
option at any time or from time to time thereafler, shall have the right and
option to purchase from the Company any or all of the Affected Innerduct(s)
upon payment to the Company of a purchase price (the “Affected Innerduct
Purchase Price”) equal to the “incremental cost” of comstructing such
Affected Innerduct (which Affected Innerduct Purchase Price may, at the
Authority’s sole option, be paid to the Company in the form of a rent credit
(the “Rent Credit”) to the Company against the next instaliments of Fixed
Rent due the Authority under this Agreement) by providing to the Company
written notice of its election to so purchase any or all of the Affected
Innerduct(s), provided that () not later than the sixth (6th) month anniversary
of the giving of such notice by the Authority, the Affected Innerduct(s) to be
purchased by the Authority as designated in such notice then shall not have
apy “lit” fiber on the cable therein or (ii) the Authorty shall not have
received notice from the Company that 1t intends that not less than 96 fibers
be deemed “lit” therein effective upon the date of the giving of such notice
tq the Authority. If on or before the sixth (6th) month anniversary of the
giving of such notice to purchase from the Authonty, (i) any Affected
Innerduct so designated in such notice shall have “lit” fiber on the cable
therein or (ii) the Authority shail have recetved notice from the Company that
the Company intends that not less than 96 fibers be deemed “Lit” therein
effective upon the date of the giving of such notice to the Authority, then the
Authority’s right and option to purchase such Affected Inngrduct
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automatically shall terminate. At the closiug of such transfer, the Company
shall convey all of its right, title and interest in and to such Innerduct, free
and clear of all liens and encumbrances, pursuant to the Bill of Sale in the
form of Exhibit B attached hereto. As to such Affected Inperduct so
conveyed to the Authority at such clostug, (i) the Company shall be relieved
of any further payment obligation to the Authority ansing from and after the
date of the conveyance thereof to the Authonty (the Company remaining
fully liable for any obligation atnsing on or prior to the date of such
conveyance with respect to such Jnnerduct) and (i1) the Authority shall be
free to sell, transfer, license, sublet or otherwise transfer or dispose such
Tnmerduct to any third party (including, without limttation, competitors of the

—Company) for-any purpose-that-the- Authority-sees-fit m-ifs-$olc-discretion, —

and that such Innerduct may be used for any use or purpose whatsoever
(including, without Emitation, the transmission of data and communications).
For the purposes bereof, the term “incremental cost™ shall mean the actual
out-of-pocket incremental materials and construction cost inciared by the
Company to add such Innerduct to the Company’s Communication System
at the time of the original construction thereof. Incremental cost is expressty
distinguished from, and not intended to be, the “pro rata™ cost of such
Innerduct, and shall not include any interest component except to the extent
that same was incuired by the Company in the original construction of the
Company’s Communication System, or any inflation or escalation factor or
adjustment. Within six (6) months following the completion of constrction
of theé Company’s Commumication System, the Company shall provide to the
Authority its good faith estimate of the incremental cost of such Innerduct
together with reasonably detailed information to support such estimate
(collectively, the “Company’s Affected Tnmerduct Estimate™). The parties
agree to cooperate with one another and negotiate in good faith to agree upon
such incremental cost, and the Company agrees to provide to the Authority
any firther information reasonably requested by the Authority to expedite its
determination of the incremental cost of such Innerduct. In the event that
despite such good faith negotiations, the parties have failed to reach an
agreement on such incremental cost within 60 days following the Authority’s
receipt of the Company’s Affected Innerduct Estimate, then either party may
submit this matter to Arbitration. The closing of the transfer of such
Innerduct shall occur on the later to occur of the 30th day following the
Company’s receipt of the Authority’s notice to so purchase or the 30th day
following the designation of the Affected Inmerduct Purchase Price, at the
Authority’s principal place of business, unless the parties otherwise shall
mutually agree in writing. If the Authority elects to pay for such Innerduct
with a Rent Credit, the Affected Innerduct Purchase Price for such Innerduct
(or the unreimbursed portion thereof) shall accrue interest at a 10% annual
rate, compounded annually, unti] such Credit (together with such interest
thereon) shall be satisfied. At any time after the conveyance of such
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Innerduct to the Authority, the Authority shall have the right to pay to the
Company the then amount of the Rent Credit (together with accrued interest
therean) in order to satisfy same.

B. The Fixed Rent shall be payable annually, in advance, on or before the first day of
each Year during the Term to such address as the Authority shall from time to time designate by
notice (without any obligation or requirement on the part of the Authority to send the Company an
invoice for Fixed Rent, provided, however, that if the Authority elects in its sole discretion to send
any such invoice to the Company, same shall not (i) require or obligate the Authority to send the
Company any such invoice in subsequent years or (ii) change or extend the foregoing due date for
the payment of Fixed Renf) in lawful money of the United States. Until notice of some other

— designation is given by the-Alrtbority; Fixed Reéfit- shall-be-paid-by-remittance to-the- Autherity—Al—
payments of Fixed Rent shall be made (a) by the mailing or delivering to the Authority of the
Company’s check in the amount of such payment drawn on 2 commercial bank with offices in the
continental United States, and shall be deemed timely made if received by the Authority on or before
the due date thereof, provided that if such check is not paid and honored upon presentation thereof,
duly endorsed, such check shall not constitute payment or (b) by wire transfer of immediately
available Federal funds on or before the due date thereof in accordance with wiring instructions
provided to the Company by the Authority. - '

. C Notwithstanding anything to the contrary contained in Section 5B, (1) the Company
shall pay $361,989 (the “Farst Year Fixed Rent Partial Payment”) to the Authonty concurrently with
the execution and delivery of this Agreement which shall be applied against the Fixed Rent owed
for the First Year, with the balance (the “First Year Fixed Rent Balance™) of such Fixed Rent for the
First Year being due and payable to the Authority upon the earlier to occur of (i) completion of the
Company’s Communication System or (ii) the end of the First Year, and (2) if at any time during
any Year during the Term, any fibers in the Second through and including Sixth Innerducts shall
become “lit”, the Company shall so notify the Authority and if Fixed Rent atiributable therefor has
not been paid by the Company for such Year, the Company shall pay same simujtaneously
therewith, prorated from the date such fiber(s) became “lit” through and including the end of such
Year, Tn addition, the Company agress to pay the Anthority any adjustment in Fixed Rent as a result
of an increase in the length of the Easement Area pursuant to the terms hereof promptly following
the increase thereof. Any amounts owed the Company as a result of a decrease in the length of the
Easement Arez pursuant to Section 13B or 19C hereof shall be remitted to the Company in the form
of a credit against the next instaliment of Fixed Rent due under this Agreement (or a refund of such
funds if the Term has ended and the Company has no further obligation to the Authority).

D. Concurrantly with the payment to the Authority of the First Year Fixed Rent Balance,
the Company shall provide the Authority with a written certification, in the form of Exhibit E-}
attached hereto, containing the exact number of fibers installed on the cable in the First Innerduct
and the other Innerducts. Notwithstanding anything to the contrary contained in this Agreement,
the Company acknowledges that the number of fibers on the cable in the First Innerduct may be
increased during the Term beyond the amount contained in such certification from the Company
only upon payment to the Authority of Fixed Rent for such additional fibers calculated asJif such

28



E! initially mstalled on the cable in the First Innerduct. With each subsequent annual Fixed
Rent payment, the Company shall provide the Authority with a written certification, m the form of
Exhibit E-2 attached hereto, containing the exact mumber of lnerducts with “lit” fiber and the
number of “lit” fber in each such Innerduct as of the date of such certification. At any time or from
time to time during the Term, the Company agrees to provide to the Authority such other and further

certificatiofis respecting the Innerducts or the Company’s obligations under this Agreement as the _

Authority may reasonably request.

E. In addition, concurrently with the execution and delivery of this Agreement and i
satisfaction of the Company’s obligation to the Authority under Section B2(a) of the Letter of Intent,
the Company shall pay $50,000 to the Authority to rermburse the Authority for certain reasonable

——put-0f- pUCKEt costs iteurred by the Authority in conneéction With-the-hegotiation; doctimentation

and implementation of the Letter of Intent and this Agreement. The Authority acknowledges receipt
of $25,000 from the Cornpany at the time the Letter of intent was executed as a deposit towards this
$75,000 maximum sum. The Authority agrees to provide the Company with copies of imvoices
documenting such out-of-pocket costs.

-

6. Compliapnce with 1 Requirements.

A From and after the Commencement Date, the Company shall comply promptly with
any and all present and future, laws, rules, orders, ordinances, regulations, statutes, requirements,
codes and executive orders irrespective of the nature of the work required to be done, extraordinary
as well as ordinary, foreseen or unforeseen, of any and all federal, state, city or other governmental,
public or quasi-public authorities now existing or hereafter created, and of any and all of their
departments and bureaus, including, without limitation, all applicable Environmental Laws, and of
any Board of Fire Underwriters or other body exercising similar fimctions (collectively, “Legal
Reaquirements™) which in any way affect or relate to the Company, the Easement Area and/or the
Comypany’s Communication System, including, without limitation, (i) the use, non-use, construction,
maintenance, use or occupation of the Easement Area and/or the Company’s Communication System
and (ii) all laws of the Commonwealth of Massachusetts relating to taxes. - In fntherance of the
foregoing, it shall be the sole responsibility of the Company to obtain, at its sole cost and expense,
any and all applicable federal, state and local penrits, approvals, licenses and reviews, including,
without limitation, the review and approval of all applicable local zoning and other authornities, in
connection with the use, nonuse, construction, maintenance, use and occupation of the Easement
Area and/or the Company’s Communication Systern.

B. Notwithstanding anything to the contrary contained in Section 6A, with respect to
compliance with Legab Requirements relating to Hazardous Materials, the Company shail be
relieved from any obligation hereunder to comply with such Requirements to the extent that the
Company’s indemnity and hold harmless agreement shall not cover same pursuant to Section

12B(Q2).
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IN THE UNITED STATES DISTRICT COURT
FOR THE SOUTHERN DISTRICT OF INDIANA
INDIANAPOLIS DIVISION

Vera J. Hinshaw,

Vera J. Hinshaw Family Limited
Partnership, and Generation
Homes, L.L.C.,

on behalf of themselves

and all others similarly situated,

Plaintiffs,

Civil Action No. IP99-0549-C-T/G
AT&T Corp. and

AT&T Communications, Inc.,
Defendants.
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CERTAIN INDIANA
"TELECOMMUNICATION CABLE"
CLASS SETTLEMENT AGREEMENT
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The Plaintiff Settlement Class, by and through the undersigned Settlement Class Counsel, and AT&T
Corp. and AT&T Communications, Inc. ("AT&T") hereby enter into this Settlement Agreement (the
*Agreement") providing for settlement of the claims described below, pursuant to the terms and
conditions set forth below, subject to the approval of the Court.

WHEREAS Settlement Class Counsel have prosecuted and are contmuing to prosecute on behalf of
property owflers a number of lawsuits arising out of the installation, occupation, maintenance, and
use of fiber optic or other telecommunication cables ("cable” or "telecommunication cable™) on
property occupied at one time or another by railroads and utilities;

WHEREAS on August 21, 1998, a nationwide class action was certified against AT&T in Indiana in
Hamilton County Superior Court Number 1 in Vera J. Hinshaw, et al. v. AT&T Corp., et al., Cause
No. 29D01-9705-CP-308 (Hinshaw);

WHEREAS on August 21, 1998, Settlement Class Counsel were appointed by the Indiana Hamilton
County Superior Court Number 1 in Hinshaw to represent the described class of landowners;

WHEREAS on September 18, 1998, AT&T removed the Hinshaw case to this Court;

WHEREAS the parties to this Agreement (the "Parties™) have agreed that those claims of the varnious
members of the certified class relating to property abandoned by railroads can be resolved on a state-
by-state basis;

WHEREAS on Aprl 21, 1999, Settlement Class Counsel filed this Indiana statewide Class Action
Complaint (the "Complaint") on behalf of Vera J. Hinshaw, Vera J. Hinshaw Family Limited
Partnership, Generation Homes, L.L.C., and others similarly sitnated;

WHEREAS AT&T has denied and continues to deny Plaintiffs’ claims in the Complaint and other
similar actions, has denied any wrongdoing or liability to Plaintiffs of any kind, and has raised
numerous affirmative defenses; T

'WHEREAS Settlement Class Counsel have conducted a thorough examination and investigation of
the facts and law relating to the matters set forth in the Complaint;

WHEREAS the Parties have engaged in extensive, arm’s-length negotiations extending for a period
in excess of one year regarding the settlement of Abandoped Property Claims in Indiana;

WHEREAS, after analyzing the facts and law applicable to Plamntiffs’ claims, and taking into account
the burdens, risks, uncertainties, and expense of litigation, as well as the fair, cost-effective, and
assured method of resolving claims of the Settlement Class under this Agreement, the undersigned
Settlement Class Counsel have concluded that this Agreement — offering, among other things, net
compensation benefits averaging $45,000 per linear mile of abandoned railroad cormidor ~ is fair,
reasonable, adequate, and in the best interests of the Settlement Class;

WHEREAS AT&T has similarly concluded that this Agreement is desirable in order to reduce the

time, risk, and expense of multiple-claim litigation, and to resolve finally and completely the
Abandoned Property Claims of the Members of this Settlement Class; and

hitn-/fatt foiwehs net/settlements/ClassSettlement A eTeement. htm 12/2/99
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B. Settlement Notice and Administrative Costs; Establishment of Administrative
Account

1. AT&T shall be responsible for the reasonable costs of administering this
Settlement and providing the Court-approved Notice to Class Members. These
costs shall be paid out of 2 separate Administrative Account, to be established by
the Claims Office (or a Court-appointed escrow agent). At AT&T’s option, the
Administrative Account shall be established as a Qualified Settlement Fund within-
the meaning of Section 468B of the Internal Revenue Code of 1986, as amended,
and all rules and regulations thereunder.

2. AT&T shall make an initial deposit of $300,000 (three hundred thousand dollars)
into the Administrative Account, and shall make such additional deposits
thereafter as the Court deems necessary for the reasonable expenses of
administering the Settlement. In evaluating the need for additional deposits, the
Court shall consider, among other things, any future amounts that may be
deposited into the Administrative Account from the Claimant Account pursuant to
Section V.C.4 below.

3. The Parties understand and agree that some of the costs of administering the
Settlement and assembling necessary inforrnation for providing Notice have been
incurred prior to execution of this Agreement. Such costs nonetheless shall be
treated as administrative expenses and shall be reimbursabie out of the
Administrative Account.

n

C. Class Counsel Fees and Expenses

1. AT&T shall pay the reasonable fees and expenses of Settlement Class Counsel as
awarded by the Court. Settlement Class Counsel, however, shall not seek from the
Court a cash award of fees and expenses in excess of $15,000 per linear mile of the
approximately 80 miles of Abandoned Property listed on the Compensation
Schedule attached as Exhibit B, and AT&T shall not object to an award of fees and
expenses in that amount.

2. The Parties understand and agree that Settlement Class Counsel may seek an
interim award (or awards) of fees and expenses, which shall be payable by AT&T
upon approval by the Court; provided, however, that AT&T shall not be required
to pay any such fees and expenses unless and uniil the Order and Judgment is
Final. Moreover, AT&T’s total maximum obligation for Settlement Class
Counsel’s fees and expenses over the duration of this Agreement is the $15,000
per linear mile limitation stated in paragraph 1 above.

3. Settlement Class Counsel also reserve the right to seek from the Court non-cash
compensation in the form of beneficial ownership of a portion of any Cormdor
Entity that may be established as described in Section VI below.

V. NET CASH BENEFITS

A. Generally
1. There shall be three categories of net cash benefits under this Agreement: Current

Landowner Benefits, Prior Landowner Benefits, and Other Landowner Benefits.
2. The Claims Administrator shall be responsible for reviewing and evaluating Class

Member claims for Current, Prior, and Other Landowner Benefits in accordance

with Sections VII through IX below and the other provisions of this Agreemnent.

hitn-/fatt Feiwehe net/cettlements/ClassSettlement Aereement.htm 12/2/99
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1C¢ South Canal Streec
Chicage, Illiaecis 6&0606

trention: Mr. James L. Mack
Supervisor - Right-oi-Way

Gentlemen:

Real Zstate Department
100 North Charles Street
Baltimare, Maryiand 21201

(301} 237-32%

This rsfers to fasic and Operating Agreepent datad Hay, 1956 hetween CSY Rail

Transpertatien Unizs and AT&T Units covering your use of Ra:.l:aad properTy
between Dayten and Troy, Chio, for the installation of fiberoptic czble.

In accordances with Sections 3.13 and 3.14 af the aforesaid Basic and Operzatizg
Agreement, this letter will serve to amesd said Agreement as follows:

1. Effective December 1, 1986, ATET'

s facilities extending between

Richmond and Huncis, Miami Subdivision, Indiana, berween Mile Posts 3.3
and 102.2, consisting of a toral distancs of 38.7 miles, wore or less, as
indicated on AT&T's Drawing Number CR-95624, dated Sepreamber 2, 1984,
skall be inecluded in the aforesaid 3asic and Operating Ag—eement;

2. 4

.
full force and effacz.

O n

Fe My BF o=

=

cepstitute & supplewent therero.

™

Sincerely,

“=h L Jto

Manager-xKeal s "atl‘

-

ACTZPTED chis  [S'h day of

J A Al

1 other terms and conditions of said Agreement shall resain in

ease indicare your understanding and aeceprance of the foregoing by baviag
e duplicate of this letter executed and retutzed o me.
said lease/ag-eement will be necessary other tiarc this letter exchange whick
.

No fuzther revisicn

 1sie

3y Q : ,\j?/i’&taﬁ 7/%{4&2@&;_

:i:"%)

£3X Sismounon Servces COX Eoement, CEX Rod Ironsoor ene Arnencsn Carmmencsc Lines

ore i of CSX TrenzmomoTon, I o s Srftares
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FIBER OFTIC CORRIDOR

BASIC AND OPERATING AGRETMENT
BETWELN
CSX RAIL TRANSPORTATION UNITS
(Chessie System Railrvads
Sesboard System Railroads)

AND

ATET UNITS

DATED: MAY _/ , 1986
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BASIC AND OPERATING AGREDMENT  (DATZD MAY 7 |, 1986)

— 1. BASIC TZRMS:

1.1 The Considerztion for the gract of Lease set forth in
Section 3.14 herteizn shall be § {1,500  per mile for ap estizsted A0
miles of occuparcy as shown on Exhibir "A". Actual miles spall be
finally determined by Riilrosad from As-3uilt Drawings. ATaT shall
pay to Railroad contemporaneously with che execution of this -
Agraement by ATET ¢ deposit of 10% of the total Consideration based
upon the rate and mileage sbove. Upon recaedprt of this signed
Agreemest from Railroad, ATSET shall pay the balance of the estimarted
Consideration. Should Rsilirmad fzil to execute this Agreement, it
shall recurs such depesit to AIGT within ten (10) working days, and
neither party shall have lizbility to the other arising our of the
proposed teras of this Agreement or a4y acts or cmissjons in relispca
thereupon. Final sccounting shall be made by Railrsad on actual
copstructed miles within thizty (30) days of AIT submission of
As-Buyilt Drawings. .

1.2 The Lease or right to use Railroad’'s Right-of-¥ay
shall be for amn imitial tezm of twenty-five (25) years vith renewal
for an additicpal term of twenty-five {25) yearz. Consideration for
such renewval zhall be the per mile unit raca in Sectiocn 1.1. ples 75%
of the total izmcreass (if eny) of C.P.I. (or equivalent DOL or BLS
table) between 1986 and 2010 (FYE &/20).

1.3 As parT of the copsideraztion for the use of Rail-
‘road's Right-of-Way and the grant of the Lease, ATET may be requized
To provide to and install for Railroad, atr ASET's sole cost and '
experse, a one and one quarter inch (11"} romingl inside dizmetar
corzugated PVC i=nmerduct or of equivalest size and quality comparable
to ATaT's. The innerduct shall ba installed in prudenr szd
work=anlike manner no later than when AT&T installs its Cable
pursuant to this Agreesent. AIET mskes no other warTanties or
guarartees of guality or of conditicm aftar placement. The icpesdacz
shall be provided along the eptive length of the Railroad
Right-cf-Way occupied by AT&T. Such izstzlled inperdoct shall be the
sole propercy of Railroad, its successors, essigns or liczasees, and
any caiztsnapcs, repair, modification er resavzl thereof oT liability
therefor shall be the sole respomsipility of Railrsad, its
successors, asztigns by Railrosd, or licensees.

Suck immerdoes { ) is (“{\) is pot reguired by Railroad on the
subje=zt Righr-cf-¥ay.

1.4 After execution hereof by both parties, ATaY, at
AT&T's sole risk, zost and expense, will furnish all materials, and
shall comstrusz, maiastain, use, change or remove AT&T Facilities or
any part therecf in aczordasce with the design and specifications on
epproved pian{s) &s in this Agreement provided, aTr a tize and iz a
qanner satisfsctory to Railzoad, a1l iz a prude=t and workmanlike
marmes, in conformity with axy epplicsble statiles, orders, rules,

CEE00259¢3
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HEADLINE: Cap Metro to fix railroad bridges; Decision to spend $1.3 millicn
BEYLINE: Debbie Hiott

BODY:

Capital Metro will spend up to $1.3 million to inspect and repair 20 bridges
on its 162-mile railroad line, which has suffered from vears of insufficient
maintenance.

An inspection, prompted by a flood-related derailment last month on a trestle
in East Austin, showed the need for repairs. Without the work, officials said,
bridges could eventually collapse or cause derailments. Onnly one bridge is
considered an emergency, however, and freight operations are not taking place in
that sectien until repairs are done. The Oct. 20 derailment spilled freight cars
loaded with lime inte a tributary of Boggy Creek.

On Monday, the Capital Metro board approved spending the $1.3 million for the
railroad work. The amount includes $390,000 that was spent to ¢lean and contain
the spill in the Boggy Creek tributary.

The work comes after years of debate over responsibility for maintaining and
improving the line. With previous owners, including Southern Pacifie Railroad
and the City of Austin, and previous operators, including Ra&ilTex, the debate
generally resulted in no one making all the necessary repairs. What Capital
Metro is doing now is catching up after years of neglect, said Joe Ramirez,
manager of railroad right of way. -

In addition to the colliapsed trestle, a bridge near Manor must be repaired
before the freight coperator can resume service in the area. The repairs are
expected to be completed within seven weeks.

Don Cheatham, ocwner of freighﬁ operator Longhorn Railway, said the bridge
maintenance has been needed for years. *It's long overdue,® he said. *This is
deferred maintenance.”

Cheatham said the previous freight operator ¢id not deo some routine
maintenance, and that caused the line to deteriorate.

Just who would be responsible for what type of maintenance -- Capital Metro
or Longhorn Railway -- has often been disputed. In this case, Capital Metro will
pay for the major repairs, Ramirez said. *We're dealing with the public safety
issues and the operations issues right now," he said.
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Cheatham said he sees it as Capital Metro‘s responsibility.

"As the owner of the railroad, they have certain obligations, " he said. *We
don’t believe that the bridges can survive much longer. "

Besidesz Cheatham said, Longhorn has done as much maintenance as the company
can afford.

The freight cperation has been running a deficit because of the derailment
and problems with Union Pacific. The large railroad conglomerate is necessary to
Austin’s short line operaticns because it provides commecting cars for shippers.
Recently, Union Pacific raised rates for aggregate shippers -- most of
Cheatham's customers -- making it difficult for them to ship by rail anymore.

Capital Metro is required by the Federal Railroad Administration to operate
the railroad as a freight line.

In addition, the transit authority has considered using portions of the line
for a passenger rail system.

But ownership has been costly. Before the bridge inspections, Capital Metro
earlier this year spent $614,000 for five new street crossings and $986,550 for
54 signals because of safety concerns.

But the railroad is also bringing in some revenus. Under a license agreement
approved by the board of directors Menday, a telecommunications company will pay
Capital Metro $12,000 a mile, or $372,000 a yvear over 2{ vyvears, to allow
installation of fiber optic cables aleng 31 miles of the transit authority’s
right of way. That would mean more than %7 million %o help pay for repairs and
improvements along the line.

General Manager Karen Rae said Capital Metro is exploring similar ways to
recoup railroad expenses.

"We need to look to more opportunities to use this asset, " =he said.

LOAD-DATE: November 27, 1598 -



PG&E CORRIDOR RENIAL ANALYSIS

In this section we address the Mission Statement reporting
requirements for the earlier described PG&E corrider. All
conclusions regarding the PGAE corridor .are shown in a table on the
last pé&ge of this section just before the PG&E Addenda.

Market Rent to PG&E Without Sublease Rights

The first step is to estimate the base market rent to PG&E without
considering any sublease rights. We first estimate market rent
assuming all the improvements (conduits, fiber optic cables,
manholes and wvaults) benefit only the Golden Gate National
Recreation Area (GGNRA}.

Valuation Assuming All Improvements Benefit GGNRA. As earlier
described PG&E occupies 34,693 linear feet of corrideor space
extending through the Pres;dlo, across the Golden Gate Bridge, and
through Fort Baker. We now estimate the market rent for this
corridor assuming all improvements benefit GGNRA regardless of
what party incurred the costs of installing the conduit systems.

The best rental comparable is the earlier described AT&T sublease
from Pacific Bell. This Presidio segment of the Pacific Bell
easement corridor near Crissy Field is over 1.5 miles. The current
rent is $6.34 per linear foot per year. Such rent is charged for
all Pacific Bell conduits in San Francisco. The conduit space on
the Bay Bridge, before the formation of the Bay Bridge Consortium
in 1995, had also been leased at $6.34 per linear foot by Pacific
Bell. Another good comparable is the minimum $6.00 per linear foot
per year rent charged for passage through-the three mile long BART
tube between San Franciscc and Qakland.

BART representatlve, Joe Baybado, said the hlghest rent he knows of
for bridge crossings or other “choke points" is $10.00 per linear
foot charged for the Holland Tunnel in New York City. A study
provided by Nicolas Dempsey, the San Francisco Port Authority real
estate officer, shows conduit rent for East Coast bridge crossings
ranging from nominal fees to $5.00-$13.00 per linear foot per year;
the upper-end rents are for short segments between Manhattan and
New Jersey. Most charges are nominal. The isolated high-end rate,
well above the other charges, was based on annual CPI adjusted
figures compounded since 1952. The comparables provide a bracket
of rents but do not provide a basis for direct comparison due to
dissimilarities in location and other factors.

The entire PG&E corridor distance equates to 6.6 miles. The Golden
Gate Bridge and indeed the Presidioc and Fort Baker represent an
extended choke poxnt through which conduits must pass to link San
Francisco and Marin Counties. We estimate market rent for the PG&E
corridor assuming that all improvements benefit GGNRA at $6.34 per
linear foot per year. This is eguivalent to the maximum linear



foot rent charged for prime Bay Area locations and San Francisco
Bay crossings.

We consider the $6.34 per linear foot conclusion to be the market
rent as of the first year. Thereafter rents should increase
annually based upon Consumer Price Index adjustments in similar
manner to the rental increases for conduit space through the BART
tube as earlier discussed.

The $6.34 per linear foot per year rental conclusion is the
starting rent for the subject PG&E corridor. Multiplied by 34,693
linear feet, this eguates to a first year rent of $219.954.

Valuation Assuming Improvements Benefit Installing Parties. DPG&E
installed portions of the 34,693 feet of conduilt through the
Presidio and Fort Baker. Representatives of the company with whom
we met estimate that of the total corridor distance, it installed
21,303 1linear feet. The balance, 13,390 linear f£feet, would
represent those portions installed by the US Army through the
Presidio and Fort Baker plus the conduit length across the Golden
Gate Bridge.

We present a second set of distances based on estimates by GGNRA
representatives. GGNRA estimates that only 18,044 feet of the
Presidio conduit was installed by PGR&E. Breakdown of the two sets
of estimates from PG&E and from GGNRA are shown on the following

page.

In this section we value the corridor segments with conduits
installed by PG&E differently than we value the segments with
conduits installed by the US Army. (We hereafter refer to GGNRA
instead of the US Army as the installing party.) Under this
scenario, we appraise the corridor segments wherein conduits were
installed by PG&E as if they were land only, whereas we appraise
the corridors in which conduits were installed by GGNRA (US Army)
as an existing condunit system. The rental value of the easement
corrider as improved with the conduit system is much higher than
the rental value of the easement corridor for the land only as was
earlier discussed.



"across-the-fence® (ATF) method. This method is considered
unreliable for this appraisal. It is more applicable toc heavy
intensity easements such as for underground pipes and high power
transmission lines. The "rent per linear foot" method directly
applies the conclusions from analysis of comparable data, i.e.,
market rent per linear foot, to the lengths of the subject
easements. :

Easements for fiber optics, television cakles, electrical wires,
and telephone wires crossing private and public properties are
commonly conveyed between the property owners and the parties
needing or desiring utility extensions from one point to another.
Many such easements do not even specify easement width but rather
only the easement length. The lease or sale of these private
easement rights serve for comparison analysis as the basis for
estimating the fair market rent of the subject easement rights.

Market Data

There are two sets of market data useful for analyzing the rental
values of the subject corridors on a price per linear foot basis.
The first set includes easement transactions involving only the
rights to use the land. The second set involves easement
conveyances for not only the rights to use the land but also the
rights to use existing conduits, cable, manholes, and vaults. For
the first set of easement comparables, the temnants or grantees
would be responsible for the trenching and installation costs to
provide for the conduit system. There are many examples,
particularly involving railroad rights-of-way, whereby the owners
of the land install the coanduits and other equipment but are then
reimbursed for the cost of such installation by the easement tenant
or grantee. -

Rent for Land Only. ‘The rents and prices for the first set of
easement comparables, those reflecting the rights to use the land
only, are considerably less than those rents and prices for the
existing conduit systems. Rental comparables for the property
rights are shown in the table on the following three pages. This
table shows prices and rents for easement rights toc land only
conveyed between the years 1983 and 1997. Of the 30 comparables,
eight are rentals ranging between $.31 and §1.80 per linear foot
per year. Analysis of these 30 comparables is helpful in
determining the impact o¢f variocus factors of value such as 1)
changing econecmic/market conditions, 2) location, 3) flexibility
of easement use, 4) what may physically occupy the corridors, 5)
length of the easement corridor, and 6) restrictions on the use of
the corridor.

It is alsc important to note from the table the wide variation in
prices resulting from imperfect knowledge. Much of the data
presented in the table were very difficult to ascertain, much more
difficult than sales or leases of conventicnal real estate. Not
only were there difficulties tc understanding what physically was
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A Market Survey was prepared July 8, 1997 for the granting of szer Optic Easerhents
located in Southern Washington and Southeastern Washington. This supplement is a continuation
of the Market.Survey for the granting of Fiber Optic Easements in Oregon, more specifically, the
Fiber Optic Easements being requested by WorldCom,-Inc., and FIV -LLC (ak.a. Touch
America).

The WorldCom easement is a continuation of the fiber optic line connecting Seartle
Washington to Salt Lake City, Utah, and beyond. The FIV easement is a fine running from
Portiand, Oregon to Salt Lake City, Utah, to Phoenix, Arizona to Los Angeles, California, then
back to Portland, Oregon. The cable will cross National Forest System Lands; approximately 34
miles on the Mount Hood National Forest and approximately 3 miles on the Ochoco National
Forest, then into Idaho and Utah.

SUMMARY OF PREVIOUS MARKET SURVEY:

The WorldCom fiber optic cable follows existing logging roads through various timber
companies and private landowners, as well as along the abandoned Old Milwaukee raiiroad right-
of-way, presently owned by the State of Washington Parks and Recreation Commission, the State
of Washington Department of Natural Resources, or the US Forest Service. The existing
easements acquired by WorldCom are 10 foot, nonexclusive easements, with compensation based.
on linear feet. This includes the temporary use of an additional 10 feet for the actual installation
of the cable.

Through discussions with various grantors of the easements, and a search of the King
County Courthouse, a range of $.90 to $5.00 per linear foot was determined, with a
recommendation of $2.00 per linear foot for the Forest Service Fiber Optic Easement. ~~

NEW VALUATION:

The scope of the new valuation process entailed discussions with various County and
State Officials, and a search in the following County Courthouses: Wasco, Umatilla, Union, and
Baker Counties. Clackamas County was also searched; however, of the easements have not been
recorded as of this date. The search included both Easements to WorldCom, and easements to
FTV-LLC all within Northern Oregon . Susan Hathaway-Marxer, of Portland Parks and
Recreation furnished a copy of a report on fiber optic easements completed for them. and Oregon
Department of Fish and Wildlife also provided substantial input, all of which have been
incorporated in this report. :

The following 1s a paruial [ist of those easements found from each County that have been
verified Dy the Grantors:



COMPARABLE EASEMENTS TO WORLDCOM

EASE COUNTY LENGTH | SALE S/LIN REMARKS
NO. | DATE PRICE FT
1 1996 Umatilla 13,200 $21.150 51.33 Inclnded $8.000 damages
2 1996 Umatiila 18,894 $19,400 51.03 No damages included.
3 1996 Umatilla 20,526 $102,630 $5.00 Included $82,104 in damages
4 1996 Umatilia 4,919 $65,000 $8.13 Includes damages. Landowners
estimate, with $25,000 removed
for a regeneration station
3 1996 Urmnatilla 3,500 $17.500 $5.00 Includes $14.000 damages
6 1998 Union 1,389 $1.389 $1.00 "He said he did not know going
rate, so settted with what they
offered him.
7 1996 Union est 4 miles | 520,175+ | $51038 | He signed a paper that he would
- not discuss acrual compensation.
He said it was definitely within
the range of 35 to S8 perlin. ft.
g 19%6 Union est. | mile §22.000 5417 Within a comdor with many
est. other unlity easements. He held
out for the higher raie.
9 1996 Union 5,977 35977 $E00 WorldCom was 10 pav damages.
but never did. Within corridor !
with 7 other easements :
10 1996 Baker est 1 mile $10,000 S1.89 Inciudes $4.600 for claims
' (damages). :
I 1996 Baker est. 2miles | $21.000 £2.00 Plus damages, $700 estimate o |
'- replant aifzlfa. ;
12 1996 Baker 3 mules + 516.000 $1.00 Flar fee offered by WorldCom.
ast.
13 19%6 Baker 3.700 512.006 ; 33.24 Included a temporary easement
! plus damages.
1 1996 Saker 5280est | $3200 © 361 | Along an exising R°W, I didn’s |
all go on Ais property, no ediect -
o hus jand.

Some of the recorded easement deeds quote the e2sement value at S1.00 per linear foot:

LFY]



however, discussions with the sellers proved the consideration to be considerably more. Reasons
of Income tax purposes, and keeping the market down by WorldCom were cited.

These comparable easements indicate a range of $0.61 to $8.13 per linear foot for a long
term easement. The dominate range is $1.00 to $5.00 per linear foot, all a one time fee.

Most of the easements limit the use to 1 conduit, 1 cable; most are perpetual easements;
and most are within existing utility easements, roads, or railroad rights-of-way. Other easements
include pipeline easements, other fiber optics cables, and electrical power.

Two additional comparables were located for regeneration stations, which are required as
power boosters for the cables, and are located every 50 to 75 miles. In Union County, an
agreement for one regeneration station, 100" x 100", sold for $17,000. In Umatilla County, an
agreement for two buildings sold for $25,000.

The following comnparable easements are granted to FTV- LLC,

COMPARABLE EASEMENTS FTV-LLC

NO. [ EASE | COUNTY | LENGTH | SALE | $/LIN REMARKS
DATE PRICE T
15 1998 Multnomah ? $3272AT within Portland City Lirnits
20 year term with an escalation clause
16 1598 Wasco ? $2.72ht Copied the City of Portland
20 vear term with an escalation clause
- based on the CFI

17 1998 Wasco 16,238 $16,238 $i.00 QDF&W, Was a forced consideration
. by the Governors Office. 10 year
term, thru timbered fands.

18 1598 Wasco 3mi. + $1.00 1 40 vear term. Thru timber lands. One
line, no expansion, no timber

19 1998 Wasco 1/dm. est $1.00 40 vear 1erm. Thru rural property.
One line, no expansion

20 1998 Multnomah 472 $7,0004r | $1.32AT | Outside Portland City limits, along
existng waif, Includes an escalation
clause.

FTV, as WorldCom, started the negotiations based on $1.00 per linear foot, only they
requested a 40 year easement. As indicated above, not all settied for the initial offer.




The Comparable easements granted to FTV indicate $1.00 per linear foot for 4 one time
fee, or $1.32 to $2.72 per year for a 10 to 20 year term.

TheCity of Portland, Parks and Recreation, shared a survey completed by an "intern" on
various fiber optic easements, leases, or permits throughout the country. The actual date of the
report 1s unknown. The following is a table of the information provided. I did not verify the sales
myself, I am including them for overall information and consideration.



COMPARABLE EASEMENTS / LEASES OR PERMITS - OTHER | Y

NO | DATE CO. AREA | LENGT SALE JAIN REMARKS
= H PRICE FT
21 1993 Us Seattle 2.5 miles $40,000 $3.03 5 year term, part of "rails
Sprint to trajls” project
22 1993 ATET Seattle 12 miles $600,000 1942 20 vear term
23 1993 US West | SaltLake 15 $1200~T £0.15 5 year lease. Local
City Company, reguiated by
PUC
24 1986 AT&T Virginia 35mides | $250,000A~r | $1.33A7 20 vear iease
25 96 or 97 Us Seattle 2.25 miles $6500AT 30.58A41 | 10% per vear escalation,
Sprint 5 year renewable lease
26 | S6or97 Us Seartle 6.2 mules $1.456,000 54478 25 year term
Sprint : $728,000 for permit
(322.24/8)
$18%,000 permit fee
$400,000 add trail
$89,000 retaining walls
$50.000 park
improvements
$1,456.000 total
27 | S6or97 uUs University | 1.7 miles $113,000 $12.59 Instzlled fib. Opt cables
Sprint of WA w faciiities of University
in exchange.
23 1984 Us Wisconsin | 48 mules £375,000 5148 Perperual ezsement,
Telecom paved 48 miies of trail
for exchange of the
easement
29 1986 NW Bell fowa 3 miles 12,000 30.76 Perpemal Easement
30 1982 MCI DCto NY ? £20,000/m: | $0.19AT | Plus 4 "fiber pairs” which
is sold to various entities
bv Amurack. 20 vear
lease
31 1997 AT&ET Mass. Bav 28 miles $£220.000A~T | $1.49AT 2 vr. Lease with option
Transit for 3rd vr renewal
32 1997 MCI Mass. Bay | 30 mules $351,000AT { S1.33AT 2 yr. Lease with option
Transit for 3rd vr. Renewal
33 1997 Sprint | Mass. Bay | 20 miles $186,000 S1.70AT 2v7. Lease with option
Transit for 3rd vr. Renewal




Most-ofthie-grantors are local o state goyernmentsgrailroad-companies, or transpertation
departments: Comparable Easements 7 and 8 provide for work in exchange for the easements
instead of monetary compensation.

The easements are as far back as 1984 from various parts of the country. They indicate
$0:4510$3703 -on"hm“‘ffeéﬁ:r.;ﬁ::ss o031 0:peryearforaiSyearterm; ordess. - Easetiients for 2 -

Suyears: 5 56 0k 10:344.78 - perdineacfoot;zone time fee: The™
nmw UO.permnear Foot: elongtern casements: ¥ It also indicates
(with 2 comparables) a range of $0.19 to $0.58 per linear foot per year for the longer term
easements.

The easements are all granted to common carriers, with the exception of Comparable no.
23, and are not regulated by the Public Utility Commission. The local phone companies are
regulated, and have the right of condemnation, They also acquire easements, and typically pay
$0.10 to 50.15 per linear foot, as indicated by no. 23 on the last chart, and other comparables
listed in the appraisers file.

TeHitier 5Pt iies thit can bedocated.along existinig-furalzroads:ortrails-are considered
prime-by.the companies and their customers: It is a tremendous market boost, since they can
virtually guarantee uninterrupted service. Cables that are buried within city limits compete with
other utilities, such as sewer, water, traffic lighting, etc.; and are exposed often, creating problems
with the cables. Thecompuniespreferdoaise-trails or.existing ruralroads-since they-know:that no
major-digging wiilbe:taking placealong-axirail-andinstallation and-maintenance is«easierelong 2
um!ihamﬂoﬁ'g‘anmﬁveﬂ-nghtsofqmy'or ‘an“gbindoned right-6f-Way-wrhose future. disposition.-
ASicertsin. The WorldCom line lies adjacent and within an abandoned railroad nght-of-way
through an extensive area of Washington and Oregon, however, this railroad has been converted
into a trail, and was either released to an adjacent landowner, or purchased directly by different
entities.

The easement documents themselves have differing clauses limiting the number of cables.
requiring provisions for restoration of the easement area, access provision, temporary
construction easements, maintenance terms, etc. Two representative copies of a typical easement
are attached to the back of this report.

CONCLUSION

Nationwide, from Portland, Oregon to the Massachusetts Bay Transit Authority out of
Boston, sellers are using the fiber optic easements as a source of revenue. The cable companies
are reluctant to bury separate cables for use by different entities, such as schools or cities, but thev
have done this as a last resort 10 get the easements.

People of the rural areas are hit quickly by the companies negotiators, and are not
considered informed seilers. Those that have dealt with other companies previously, or have besn
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informed by others, seem to hold out for the higher compensation. One grantor signed an
affidavit that he would not discuss his compensation for the fiber optic easement with anyone.

The comparable sales indicate the following ranges:

WORLDCOM: conclusion, $1.00 to $5.00 per linear foot, one time fee, for a long term
easement.

FTV-LLC: $1.00 per linear foot one time fee for a long term easement, or $1.32 to $2.72
per linear foot per year. )

VARIOUS COMPANIES: $0.15 to $3.03 per linear foot, one time fee, for a 5 year term
or less, or $0.58 to $1.70 per linear foot per year. OR $0.76 to $44.78 per linear foot for a one
time fee for a long term easement (Around $10.00 per linear foot is dominant), or $0.19 to $1.33
per year for a long term easement.

The comnbined range, eliminating the high and the low figures. indicate the following
ranges:

51.00 to $10.00 per linear foot, one time fee for long term easements
3.58 to $2.72 per linear foot per year for permits or leases.

RECOMMENDATION:

Considenng the differing elements of the easements.the differing needs of the Grantors of
these easements, the location of the easements or permits requested from the Federal
Government, | feel the previous recommendation of $2.00 per linear foot for a longer term (over
5 years) easement Is appropriate. In addition, I feel that S$1.00 per linear foot per year would be
appropnate for a permut or lease, with a term less than 3 vears.












THE CENTER FOR APPLIED RESEARCH, INC.

July 2, 2001

Mr. David Chapman

Senior Economist

National Qceanic & Atmospheric Administration
1305 East-West Highway, Suite 10213

Silver Spring, MD 20912

Dear Mr. Chapman:

In the spring of 2000, the Center for Applied Research completed for NOAA the report
“Establishing the Value of Permits for Fiber Optic Installations in National Marine Sanctuaries,”
relying on financial and operational data on fiber optic and telecommunications businesses for the
years 1998 and 1999. Since that report was completed, U.S. businesses in general—and the fiber
optics and telecommunications sectors in particular--have experienced significantly lower eamings
than in 1999. In light of these circumstances, you have asked whether the Center would modify
the findings in our 2000 report. In a word, our conclusion is that we wouid not.

The Center’s Enterprise Income-Based Approach to fiber optic right-of-way valuation is
based on the premise that companies seeking to install fiber optic lines do so in the expectation of
long-term profitability well above the depressed rates encountered in 2000. If a company seeks to
instali a fiber optic line in a National Marine Sanctuary, we conclude that it expects that
profitability on that line will equal or exceed the high rates experienced in 1998 and 1999, not the
much lower rates of 2000 and early 2001. In general, companies make capital investment
decisions on the basis of comparative profitability of the asset vis a vis all other potential
investments. If a company concludes that submarine fiber optic cables will contnibute to overall
profitability at or above average rates, it will invest in those cables; if it concludes otherwise, it
will not. A landowner would be wise to base valuation decisions on the bullishness of the long-
term future, not the bearishness of the recent past.

Also, the general downturn in telecom profitability is not uniform, but varies significantly
from company to company and, within a company, among its business components. It appears
from a preliminary analysis of current industry conditions that telecom companies’ submarine
assets retain a higher profitability fhan their 1and-based long-haul fiber lines.

Finally, conventional wisdpom marnifested through the financial press is that the current
downturn in telecom profitability is cyclical, and will likely rebound in future periods. Among the
reasons for a recovery in long-haul fiber optic operations is the prospect for accelerated (and
- perhaps explosive) growth in demand when end users (business and residential) improve their
access to high-speed and capacity-intensive telecom uses. If, for example, fiber to the home
becomes a cost-effective reality, the demand for capacity in all components of the fiber
infrastructure (including both land-based and submarine long-haul networks) will aimost certainly
expand significantly. This future scenario is among the expectations of profitability that might
motivate an applicant for a submarine fiber optic permit.

1738 WYNKOOP STREET, DENVER, COLORADO 80202, 303.294.0678 FAX 303.293.3637
|

121 TERAS NE, ALBUQUERQUE, NEW MEXICO 87102, 503.842.1860 FAX 505.842.1856



For these reasons, the Center for Applied Research continues to believe that the
calculations of value i our May 2000 report remain useful for consideration by the National
Marine Sanctuaries Program. As we noted in our work effort for NOAA, we believe that the
process of estimating value must be continuously monitored and the values calculated for NMS
permits will be modified from time to time as long-term conditions warrant. However, we
continue to believe that values for prospective permits should be based as closely as possible on
the profitability expectations of applicants, and not on periodic market aberrations or cyclical (and
short-term) downturns in the cverall economy.

1

Sincerely,

%" %
Robert F. Robmso

il
Senior Economist

c¢c:  Erc English
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PREFACE

This monograph has been prepared by the Center for Applied Research in
consultation with The Ackerson Group and affiliates, (including Fitzgerald and
Associates of British Columbia, Canada). Any errors and/or omissions in this
document are solely the responsibility of the Center for Applied Research.

I.  Purpose of this Monograph

The purpose of the monograph is to provide the National Oceanic and Atmospheric
Administration (NOAA), Office of Ocean and Coastal Resource Management
(OCRM) with valuations for two separate, five year fiber optic permits for projects
requiring access to the Olympic Coast and Monterey Bay National Marine
Sanctuaries (NMS). The projects of interest are the Pacific Crossing-1 (PC-1) fiber
optic project, which crosses the Olympic Coast NMS, and the Global West fiber
optic project, which crosses the Monterey Bay NMS.

This monograph, including the valuations for the PC-1 and Global West fiber optic
permits, incorporates changes from the May 15, 2000 draft based on NOAA/OCRM
project team comments and additional research and analysis by the Center for
Applied Research. The monograph is intended to support and expand on permit
valuation goals and concepts presented in a NOAA “White Paper™.

II. Overview of the Enterprise Income-Based Model

The Center for Applied Research, Inc. has developed and employed an Enterprise
Income-Based Model to supplement traditional appraisal methods for valuing right-
of-way cormidors that are not subject to condemnation through eminent domain. The
Model apportions to a landowner (i.e., to the land) a share of the profits, or net
income, eamed by an enterprise (or by a representative selection of enterprises)
whose operations require rights-of-way, such as for a pipeline, an electric.
transmission line or a fiber optic cable. This approach calculates the portion of
overall net income allocated to the segment of infrastructure on a parcel of land
(generally measured as a percentage of the enterprise’s total infrastructure length),
and determines the land’s share of this aliocated income. Other factors considered
in the Model and associated analysis include the mpact of the imfrastructure on the
land, the importance of the subject land parcel to the company’s overall
development, the cost of building around the subject land, and other relevant
factors.



The Enterprise Income-Based Model requires first an understanding of the market in
which the nght-of-way applicant operates, both from the perspective of the specific
enterprise and of the industry as a whole. The profitability of the project is first
measured relative to the financial conditions of the enterprise at the level that most
closely resembles 1ts presence on the subject land. For example, if a proposed fiber
optic line would serve only a limited regional market, the revenue and expenditures
related to that limited market are used where possible to estimate project
profitability and land value.

However, two features of fiber optic development necessarily require that this scope
of analysis be expanded to include a larger market: (1) the proposed infrastructure
connects the local or regional area to a national or global network, thereby rendering
the project a regional extension of a national or global market; and (2) many fiber
optic project developers are either newly-formed companies or joint ventures of
more established companies, currently in an “investment phase™ period of start-up
losses but anticipating later net income returns. To address these issues, in
specifying the Enterprise Income-Based Model the global fiber optic market is
examined to determine an appropriate level of expected net income to impute to the

subject enterprise, and to determine the appropriate share of that allocated income to
attribute to the property.

In the Model, the allocation of net income to a parcel of land is a function of the
“proportion of presence” of the enterprise or the industry on the subject land. In the
case of longitudinal facilities such as natural gas pipelines, power lines and fiber
optic lines, the measure of relative presence is generally the length of line on the
subject parcel compared with the total length of line serving the market under study
or, m the case of a national fiber optic network, the total length of fiber optic lines in
the network.

Finally, the Enterprise Income-Based Model attributes a share of the allocated profit
to the land (versus other factors of production). In general, as a beginning point for
discussion, it is assumed that the land is entitled to one-half of the attributed profit
of the enterprise. Key features of specific projects will influence the final
determination of the attribution percentage. As a simplified example, if a pipeline
generates $100,000 in annual net income over a 10-mile length, and if one mile is on
a parcel under analysis, the income allocated to the subject parcel is $10,000; the
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share attributed to the land is one-half of $10,000, or $5,000 per year. The
capitalized value of the right-of-way would be the net present value of the $5,000
annual payments over the easement (permit) term (e.g., 20 years), discounted at a
rate of interest that the applicant expects as a return on its conservative investments
(e.g., 10 percent). Under this example, the net present value of $5,000 payments
over a 20-year term, discounted at 10 percent, would equal a capitalized value of
about $53,000.

The application of this method to a fiber optic line, although somewhat more
complex due to its nature as part of a global network rather than as part of a discrete

source-to-market infrastructure system, is nevertheless appropriate, as the method

assumes essentially comparable utility and value throughout the entire fiber optic
network. Although one might imagine that a mile of the network in urban New
York would be more valuable than a mile in rural Wyoming, it can be argued that
these locational differences are more appropriately expressed in terms of the share
attribution than of the income allocation. That is, the cost of purchasing a mile of
glass fiber is essentially the same in New York as in Wyoming, and a fiber optic
developer’s capital investment decision to buy that fiber is based on the need to
extend the overall network n the locations that will optimize the developer’s
profitability. The Enterprise Income-Based Model assumes that the developer’s
total profitability is dependent upon the infrastructure extension under consideration,
and that the per-mile profitability is therefore consistent with the company’s overall
capital investment plans. That is, as a general rule, a company (whose capital
resources are finite) will invest in projects that will maximize profitability, whether
an additional dollar 1s spent in New York or Wyoming. The attnibuted share of the
per-mule income that a landowner should expect to receive as right-of-way
compensation is circumscribed by, among other factors, the locational advantage of
the subject fand, the costs of building around the subject land, unique environmental
impacts, timing considerations, and so forth.

The Attachment to this report contains excerpts of selected U.S. Department of the

Intenior grants of easements that illustrate the Federal government’s acceptance and
affirmation of right of way values denived using the net income method.

Section III provides an overview of the Pacific Crossing and Global West projects
that serve to illustrate the application of the Enterprise Income-Based Model.
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Section IV provides an analysis of the financial results for several selected
companies representing a range of size, configuration and profitability in the fiber
optic communications industry, and preliminary results of applying the Enterprise
Income-Based Model to the two selected projects.

III. Industry Background and Geography of the PC-1 and Global West
Projects

The PC-1 Fiber Optic Project

Tyco Submarine Systems, Inc. (Tyco), a subsidiary of Tyco International, Ltd., is-
the permit applicant. Tyco is installing a submarine fiber optic telecommunications
system that will connect Japan with the western United States via a landing site in
Seattle, Washington (at Mukilteo) and Grover Beach, California. The entire route
consists of approximately 12,900 miles (20,800 Km) of 0.71-inch to 2.5-inch
diameter submarine fiber optic cables that run parallel from each of the United
States landing sites to two landing sites in Japan. Once the PC-1 project reaches
land, 1t would be connected with the existing telecommunications systems. The
design capacity of PC-1 would be enough to carry 10 gigabits per second (Gbps)
simultaneous voice or data calls, with a service life of approximately 25 years, and
the potential to be upgraded to 640 Gbps.

An important feature of the PC-1 project is to provide diversity and stability to
existing telecommunications systems in both Japan and the United States. The
parallel cables and the two landing sites in Japan and the two landing sites in the
United States insure that, in the event of damage or accident to one line,
telecommunications along the cable can be re-routed to the other line, making the
system operational at all times. Figure 1 illustrates the basic route of the PC-1
project and shows that the project enters U.S. territorial waters at the mouth of the
Juan de Fuca Strait and crosses the northern boundary of the Olympic Coast NMS.
According to the U.S. Army Corps of Engineers’ environmental assessmerit, the PC-
1 route has been selected to minimize, to the greatest extent possible, impacts on
fishing grounds, dredge spoil sites, military activities, and existing and/or planned
cabling.

The fact that the PC-1 project crosses the Olympic Coast NMS makes the route
somewhat unique and serves to differentiate it from a permit application that simply
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affects open ocean waterways. The special status of the Olympic Coast NMS (and
of National Marine Sanctuaries in general) and the specific charge NOAA/OCRM
has to maintain and manage the resources of the sanctuary in the public’s interest,
warrant a more in-depth evaluation of the PC-1 project in order to render a value, or
range of values, which should be placed on the PC-1 permit. In order to prepare
such an analysis, information about the telecommunications industry, and about the
telecommunications systems specifically benefitted by the PC-1 project, needs to be
compiled.






Figure 1. Pacific Crossing Fiber Optic Project Route
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The Global West Project

Global Photon Systems, Inc. (Global Photon) 1s the permit applicant for the Global
West fiber optic project. The Global West project is a high-capacity
telecommunications system capable of transporting voice, data, video, cable TV,
Internet traffic, and other digital data. The system is comprised of a fiber optic
cable that would be buried along the Califormia coastline 3 to 12 miles offshore that
would be brought to land at seven separate sites — San Diego, Los Angeles, Santa
Barbara, San Lowis Obispo, Monterey, San Jose, and San Francisco.

Currently, all high-speed telecommunications access along the California coast 1s
available only through terrestrial systems along the U.S. 101 corndor. The Global
West system serves several important purposes. First, it will provide high-speed
transport to and from the “International Gateways™ in San Luis Obispo by providing
important connections and redundancy to the existing telecommunications systems
connecting the major cities of the Califormia coastline. Second, is anticipated that
the Global West system will alleviate congestion on the existing telecommunications
networks and will provide for expansive growth i the telecommunications industry
and 1n the antictpated need for increased telecommunications capacity to support
traffic from north to south along the Catifornia coast. Third, the Global West
system will provide important security and reliability not present in the existing
terrestrial system by protecting the California telecommunications network from
damage, such as a natural disaster (e.g., an earthquake).

The proposed route for the Global West system conststs of five sea cable segments
and seven landing sites (an extra site in Monterey is required to avoid the Monterey
Canyon) that totals approximately 920 km of undersea cable. Figure 2 illustrates the
route for the Global West project from San Francisco to San Diego, which includes
five continuous sea cable segments:

. San Francisco to Monterey Bay ( 150 km);

Monterey Bay to Estero Bay (San Luis Obispo near Morro Bay) (210 km);
Estero Bay to Santa Barbara (220 km);

Santa Barbara to Manhattan Beach (150 km);

Manhattan Beach to San Diego (190 km).

ok N



Figure 2. Global West Fiber Optic Project Route



Figure 2. Global West Fiber Optic Project Route
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Because the Global West project affects the Monterey Bay NMS and serves several
important, diverse objectives, the NOAA valuation of the subject permit must reflect
the unique status of the Monterey Bay NMS and the strategic purposes and value of
the Global West system.

IV. Utllizing the Enterprise Income-Based Model to Determine
National Marine Sanctuary Permit Values

Table IV-1 contains certain corporate financial and operational data that have been
used in the Enterprise Income-Based Model to calculate the permit values for the
Pacific Crossing I and Global West fiber optic projects. The entities selected
represent a range of size, configuration and maturity among businesses currently
mnvolved in mstalling and maintatning fiber optic lines for telecommunications.

Companies were selected for inclusion in the valuation model based on the
availability during the study period of reliable information on the mileage of fiber
infrastructure, expressed as either route miles or fiber miles. Route miles represent
the number of miles of right-of~way in which fiber is laid, and fiber miles represent
the total length of glass fiber in the network (equal fo the route miles times the
number of fibers in each route mile). Excluded from the analysis are those
companies in the “investment phase” of development, in which capital costs
overwhelm current revenues in anticipation of future profitability.! In 1998,
revenues for the selected US companies ($162.9 billion) represented approximately
66 percent of total revenues ($246.4 billion) among telecommunications companies
in the United States.”

The companies selected for this study include three broad types: (1) those whose
fiber infrastructure includes primarily long distance, long-haul terrestrial routes; (2)
those whose fiber assets support primarily regional or local telecommunications; and
(3) those whose assets are devoted more or less equally to long distance and local
communications. The first two categories include primarily US companies whose
business have emerged or evolved since the break-up of AT&T (including regional
Bell operating companies or RBOCs, other incumbent local exchange carriers or

'Table IV.I. reflects data acquired as of May 21, 2000.

Federal Communications Coﬁmission, Telecommunications Industry Revenue: 1998, September
of 1999,
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ILECs, and competitive local exchange carriers or CLECs), and the third includes
primarily international companies developing a mixture of local service (operating
under a variety of regulatory regimes) and long distance service that includes
significant undersea assets. Although this categorization is complicated by the large
number of intercompany and international alliances and joint ventures, it can help
explain some of the variability in per-mile profitability, particularly in the short run.
It is a basic premise of this analysis that the dynamic evolution of business
associations within and among countries and companies, as well as the tendency
toward global deregulation, will lead to a convergence in rates of return to capital
investment in fiber—national vs. international, terrestrial vs. undersea, and local vs.
long-haul.

Table IV-1 thus includes a range of data collected to date for utilization in the
valuation model. Data included in the table is listed by telecommunication
company:

Column 1:  Gross revenues for communications units. This column shows the
reported receipts of corporate units that include some |
telecommunications services, including wireline-based services (local
or long-distance) as well as wireless services. “Wireless™ services are
included because calls made from or to mobile telephones inevitably
include some wireline transmission, and usually a substantial majority
of the length of transmission between callers is by wireline. The first
two items in column 1 are reported gross revenues for fiscal years
ending m 1999 (including many unaudited quarterly corporate reports
obtained during the first quarter of 2000), compared with 1998 for the
same units; the third unit in column 1 is the percentage change from
1998 to 1999. In many cases, companies have undergone
reorganization, acquisitions or divestitures between periods. The data
reported in column 1 is generally adjusted by the company to include
only continuing operations.

Column 2:  Gross revenues for all units. This column shows the reported receipts
of all corporate units for each company, including 1998 vs. 1999
COMPparisons.

-10-



Column 3:

Column 4:

Column 5:

Column 6:

Column 7:

Column &:

Communications units revenue as percentage of total revenues.
This column shows the results of dividing column 1 by column 2.

Net income excluding extraordinary items. This column shows the
reported net income of companies after taxes, interest expenses,
depreciation and amortization, but before extraordinary items such as
gains from sale of outside stock, wnteoffs of major assets or other
items not related to current peniod primary operations.

Fiber line percentage of net income. As an indicator of the
importance of fiber optic infrastructure to the selected companies, we
have used the following factors for attributing the contribution of fiber
optics to net income: for companies that are essentially fiber optic
network developers, 100 percent; for companies whose business is
predominantly devoted to long distance and Intemnet backbone
operation, 90 percent; for regional Bell operating companies (RBOCs),
other incumbent local exchange carners (ILECs), competitive LECs,
and their extended operaitons, 70 percent; and for companies whose
business is predominantly devoted to wireless commumcations, 40
percent.

Net income attributable to fiber lines. This column shows the results
of multiplying column 4 by column 5.

Infrastructure miles. This column shows the mileage of fiber optic
infrastructure for each reporting company. As this table suggests, the
availability of usable measures of infrastructure length is sporadic and
even those companies that report fiber length generally indicate only
route mileage or fiber mileage, but not both. Although this
inconsistency presents some complication for the analysis, the data
available can be used to test alternative measures of valuation. Column
7 shows total route miles or fiber miles for each selected company
(with fiber miles indicated by underlining) .

Net income per mile. This column shows the results of dividing
column 6 by column 7. Income per fiber mile 1s mdicated by
underlining; income per route mile 1s not underlined.



Using the information in Table IV-I (excluding companies showing net losses), an
average income per route mile of $28,564 per year and an average income per fiber
mile of $835 per year has been calculated. Using an attribution factor of 50 percent
(1.e., attributing to the land or to the seabed one-half of the net income eammed by the
mfrastructure), the attributed value per year would yield a value for compensation to
the NMS of $14,282 per route mile or $418 per fiber mile.
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2rofits Attributable to Fiber Optic Lines

Selected Companies, 1998-1999
soumces: The Center for Applied Reseprch, ine, 2000, based on sources identified
Groxs enitfs)
1999 1992 % change
4liral 34421 53839 15.2%
iF&T §39.572 35rem 14.8%
BCE 2583 12405 1.4%
Bell Atlantic 530,767 329.205 51%
Bell Sourk 522934 §21.118 £.6%
Belfish Tafecom £14.096 £13,257 5%
Broadwing o . 16.6%
Cable & Wireless £7.484 {6,634 1Z28%
Cable & Wircless HKT 415 334 047 L=
CapRock 193 122 SR,
Cenmeytel 31,003 951 4%
China Telecom
Covad
Destwche Fefekom
Franee Telacom €I €24 BdS 0%
Gilobal Crowsing 28072 =25 18.6%
GTE 525336 523.2%9 7%
Fellenic Telcommmications.
Pl it
WPSAT Fber Natworks.
Japan Talacom
Korea Thrnet.
Ll 3 =15 =52 A%
MATAV Husgarion Telecom
MCY WorldCam 135747 528683 76.2%
McLeod USA
" *stromedia Fiber Network
A Cammimications
n Telograph & Takphone WY 7746000 JOY 75551000 25%
thiEnct Cplic Network
Qrange
Pathnet Ea E o B 0%
Phiippine Long Distance
Prortozgal Telesmom
(et Communications $3.928 §2.243 751%
RCH
SBC Cammunicalions $9. 489 L4d.207 1%
Sprint FON Group S1T016 $I5.764 7%
Stet Hellax Telecomm
Swiptoum
TeleDanmark
Telecm Argentem STET
Telecom Comp Mew Zealand
Talecom kain
Telecom de Sao Pavic
Telefirics SA
Telefonica de Ampentina
Teleforte de Poru
Telefonos de Maxioo
LIS West 13182 ¥12285 3%
Witiame Commumeations 2.0 .05 I1585%
Winglar Commumications

Taral revenue, aclected US companios tnullien)
Toial revenuc. U5 relecan: combanees tnuflion)

Ferceatage of 'S relecom revenvex

Average anane! ngl incume por
-Ropure mile
-Liber mile

SH2 6388
pFEL N
823

128564
5855

Giroxs revemres, mif onits
1999 1968 % change
55,502 35627 10%
§62.387 153.223 17l%
F12583 312 405 14%
533174 $31.566 521%
525,224 $23.723 1%
FIERS3 S15.640 4%
ez k. %
L7944 L7067 135%
24N 325,041 “TE%
b1 b ] SB2%
Fias 31087 4.7%
€N €24.645 105%
7 735 14.8%
§25.3340 323299 7%
=15 292 A%
533835 529726 F62%
JPY 0730000 JPY 9.450,000 I0E
31 2] 840%
33.928 52243 T5T%
47489 348,267 nl%
S17.016 $15.764 T
3182 12595 £2%
$2041 $1.765 15.6%

Comm. unit % of gross
1999 1058
70.1% 668.2%
P55% 5%
100.00% 106.0%
92.6% 82 5%
F0.9% 81.3%
51% 25 0%
100.0% 100.0%
$4.2% 84 8
95.0% a2
100.0% 100.0%
EBT% 1
100.0% 100.0%
Ti6% B3%
108.8% 106 fr's
T00.0% A000%
98 5% 98, 5%
76 8% T
00.0% 100.0%
108.8% FO0 6%
708.8% 00 8%
00O 100.0%
100.0% 100.0%
100.0% 100.0%

Net tnc, el extraord items
1995 1990 % chanpe
»E22 Xoee 24.6%
§5.45¢ 35235 1%
¥1,200 1275 20%
54.202 L2865 A1.7%
33.825 $3.359 13.9%
£2474 £3.451 0.4%
3320 290 16.9%
£1.648 {1.651 -22%
$13,142 SH315 52
] =34 -1DE3%
3230 i =T
€278 £2255 204%
569 556  -41E%
$3.442 52974 J4.7%
-§487 B ] 2 5%
$3.565 $1.243  216.9%

3 19S5 PY 823,500

-518 E-2h}
Sa59 -SRes
$6.573 57735
21 454
31902 $1.508
£218 5153

a1

-154.3%

=I50%
5%

-26.9%
B45%

Fiber Rnre %% of net
1999 19
7% 0%
20% 0%
0% 2%
0% %
i iy
0% 50%
100% 0%
0% 917
0% -]
100 TO0%
TO% TR
90% 0%
100% 100%
0% ke
T00% 100%
9% Yir
20% %
% 100%
0% loe%
0% 70%
20% o
T %
100% 100%

Net ato 1
1999
550
4,905
LI
£2.947
32.678
£3.1427

{7483
1.0

o)
E3log

€243
e
52388

53,479

JEY 158,920

319

p sy

Fein
=

Lt
L]



»eronk
1958

Sa62
4,772
.48
$2.076
52,351
2115
5200
£2,486
1254
24
36

€208

Fa.082

3711y

=311

-5844

35415

31056
S

Rowre lles or

Net incoune per mije

1995 1998 1999 1995 % ehange
13.560 542,648

53,600 41000 582547 $114815 .1R5%

5160000 4.500.400 5557 $46]  250%

000,000 1700.000  §1.33% 51383 -32%
285.836 £5.189

3.000 800 T4 BA2E 10LTH
17T £16.265
8,000 -SE0.ETS
45,600 77300

6800 2000 S2730 35,641 SLA%
3.400.600 £135
5.060.000 5920

25,619 48,571  -$12391  -$10.337

Sources
Alltel, 1999 gnnual report and corporate datu. Center caloul
ATET. 1999 annwal report and corporate dara, website: Cenrer ealeul

BCE. 1999 anmual rport, websies; Contar calcubrtion:.

Buell debantic, 1999 £t quierier report and corporate data, wbsr:rr Center calonlations

Bell Soutk, 1999 annunl report and corporate data; Center valcnfarions

Beitigh Telewom, surmmary firancial shiement and business review for year ended March 31, 7999, website: Center calcutations
Broadwing, 1993 4th qeoafiew repart and corporate dat, wehsite; Cetter calculztions.

Cuble & Wireless, profif and luvs account and corporate date, year ended 31 March 1999, website; Center calenlations
Caahie & Wireless FICT, Mﬂmwwmm ,urnndn:ﬂ ianch 1599, wetxite; Center caiculabions

CapRiock, 1999 4th quartar raport and duta, Conter

mm1mw:mmmmdmmm Cemtterr calculstions

France T 1999 & Center catcalat
wm19mwmwmmmmm
GTE, 1999 annaal report and corporate dnie. ite; Cunter caloul

Lavel 3, 1689 anhoal neport and corpocste data, websie: Center caiculations.

btite; Center calonlati

AICT, 1999 41tk quarter report and carporate duta,

NT7, anmiai ieport and cotporate data, year ended March 21, 1999, websier; Conter calculxtions.
Pathnet, 1999 4th quarter report and corporats data, wobsite; Camer ol Ciatations

{hwase, 1999 annual report and corporare data; Center colenlations

SBC. 1999 annual report and corporate dota; Center calculations
Sprint. 1993 Ath guarisr report and coporatn data_ website; Center calcutations

US West, 1999 anmwisl vepaart and corporse data; Center calcalations

18.9% VWilliams, 1999 armuaf report and corporate data; Center salculations



A. Applying the Enterprise Income-Based Model to the PC-1 Olympic
Coast Sanctuary Fiber Optic Project

The Pacific Crossing I route through the Olympic Coast NMS includes about 30
miles for Segment N and about 35 miles for Segment E (based on maps included in
Appendix A of the PC-I Environmental Assessment). Using this estimate of 65
route miles, times the Enterprise Income-Based Model per-mile factor of $14,282
per route mile, would yield an attributed income estimate of $928,335 per year. For
a 25-year term and assuming a 10 percent discount rate, the present value of
attributed income for cable within the Olympic Coast NMS would total $8,426,444
using the route-mile factor

Using the fiber mile factor, the factor of $418 would be multiplied by 520 fiber
miles for the Pacific Crossing 1 project (65 route miles times 8 fibers per cable),
yielding an estimate of annual attributed income of $217,122. Over the permit
period, and using the 10 percent discount rate, the present value of the Pacific
Crossing 1 project permit in the Olympic Coast NMS would be $1,970,826 using
the fiber-mile factor.

B. Applying the Enterprise Income-Based Model to the Global West
and Monterey Bay Sanctuary Project

The Global West route through the Monterey Bay NMS includes about /35 miles
for the San Francisco to North Monterey Bay (La Selva Beach) segment and about
100 miles for the South Monterey Bay (Fort Ord) to San Luis Obispo (Estero Bay)
segment of the line (based on maps in Appendices A and C to the draft Global West
Environmental Impact Report). Multiplying 235 route miles times the Enterprise
Income-Based Model factor of $14,282 per route mile, the total attributed income
for cable within the Monterey Bay NMS is $3,356,252 per year attributed to the
seabed. Over the 25-year permit period and using the 10 percent discount rate, the
present value of the Global West project permit in the Monterey Bay NMS would
be $30,464,835 using the Enterprise Income-Based Method and the route-mile
factor.

Using the fiber-mile method, the factor of $418 would be multiplied by 5,640 fiber
miles for the Global West project (235 route miles times 24 fibers per cable). This
would equal $2,354,940 per year attributed to the scabed. Over the permit period,
using a 10 percent discount rate, the present value of the Global West project permuit
in the Monterey Bay NMS would be $21,375,885 using the fiber-mile factor.
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V. A Comparative Analysis of Other Fiber Optic Rights-Of-Way
Transactions
This =ction presents a consolidated analysis of precedent fiber optic right of way
transactions. The purpose of the analysis is to formulate comparative values to
those presented in the preceding section (i.e., obtained from the Enterprise Income-
Based Model). This is done by deriving 2 common umit of measure by which the
values of various fiber optic rights of way can be compared. The heart of the
analysis 1s revealed in Column 7 in Table V-I which expresses the values of selected
fiber optic rights of way in terms of U.S. dollar compensation per mile per year >

*Table V-1 consolidates fiber optic transaction data derived from right-of-way settlements in
which the Center for Applied Research has been directly or indirectly involved.

-15-



Table V.I.

-1 6-



:abBeleny]

B9Z'0LS
000°'06Z$ 81k 62 Zvz've soiwg | ondoJegid (ooxewmeN| 286 1SEMD) :m_wm__awmwmmmmw
000'00¢$ sih gz L0V'es ssjwz) | ondoueq |comew men|  gas) 1SBMSN :Mwm_mww%
= v§ sif 7 GL2'2$ sow gl | opdo teqis |oomepwmen | 2861 158ME) :M_WM\”»EmomMMBFMMME
__ 000°'00v$ sk 67 60628 S|l ) ando 18qi4 | ooy men /861 1S0MD cm_wm__uww__wnm_.wmw
000'00v$ SIA 02 606t S SN 8 m:_._e.m_or“_mm,._m._._. ODIXON MON 2861 Bmﬂdmwmw_mﬂﬁo ”M__wﬂﬂwwhmm_
’ aotAIag olighg :
uoHlw Lv$ s1A 0 £59°'LS% sBjiw § opdo Jaqid | ooixan maN 8661 191V ”M__Hﬂwwhw___
0000048 sif Qi zz20ie SN ) ondo Jagly | coxap MaN 6661 1semsn ”M__Hnmh_:wm.m__w__
uoyy 1§ 814 04 £20'74$ sowg | opdoseqil [oomeymoN | 86l 18I0 “m__wmﬁ%m
uolIL 8¢ sif og 0£8'v$ sajw 08 | 9ndo Jagid BUBIPUY] 8661 I mmw_wﬂmmuw:_x
M““wﬂuu““ﬂn_ﬂ_aﬂﬂ uuaj u o“”uoh”uﬁo 9 yybuan s8N uopeac™ ajeq SeJUBID A0Juerg

*3u} ‘Yaiessey paljdidy Joj Jajueg oy raainog

000z ‘Aey
[ePOY 2w oou] JoN wWol4 paAeQ senjeA bugosysy sUCKIESURI | JUSPE3Id JO D|GEL :1-A T1GYL




The average® of the various transactions listed in Table V-1 ($10,269 per mile per
year) has been applied to the NMS mileage in the two subject permits to obtain
values for the two five year permits.’

Applying this average of $10,269/mile/year to the Olympic Coast NMS, for
example, yields a value of a 25-year permit in the Olympic Coast NMS of
$6,058.788 and the value of a 25-year permit in the Monterey Bay NMS of
$21,904,849 (at an assumed discount rate of 10 percent). These values compare to
the income-based values of $1,970,826-$8,426.444 and $21,375,885-$30,464,835

respectively, for the two NMS permits.

Tables V.II and V.III below, summarize these alternative calculations of permit
values, citing the data utilized.

Table V.I1. Route Mile and Fiber Mile Permit Values
(Source: The Center for Applied Research, based on 1998, 1999 corporate data.}

Value Basis PC-1 Olympic Coast | Global West-Monterey
NMS Bay NMS
Route Mile $8,426,444 $30,464,835
Fiber Mile $1,970,826 $21,375,885
Comparative $6,058,788 $21,504,849
Transaction Per Mile
Factor

*The average was computed by taking the equivalent payment per year and dividing it by the
mileage associated with each transaction.

5This valuation does not include amenity values that may be associated with any given NMS.
Also, these vaiues do not reflect present value discount factors. See Section IV calculations that
incorporate present value discounting for the proposed five-year permit periods.
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Table V.III. Route Miles, Fiber Miles, and Net Income by Company
(Source: The Center for Applied Research, based on 1998, 1999 corporate data.)

Company Corporate Net Route Miles Average Net
Income (millions) Income Per Mile
Per Year
Alltel-1999 $576 13,500
AT&T-1999 $4.905 53,000
C&W $2,390 285,830
MCI/WC $3,479 45,000
Totals $11,349 397,330 $28,564
Company Corporate Net Fiber Miles Average Net
Income (millions) Income Per Mile
Per Year
Bell Atlantic-1999 $2,941 5,100,000
Bell South-1999 $2,678 2,000,000
GTE $2.388 147,387
Qwest $459 3,400,000
Communications
SBC $4.601 5,000,000
Communicafions
Totals $13,067 15,647 387 $835




Attachment
Representative Language from U.S. Department of the Interior Grants of
Easements Utilizing Income-Based Rights-of-Way Values
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505-869-311t1 7/ 6333

QFFICE OF THE GOVERMOR
Fax: 505-869-4236

PLEBLD OF ISLET |

P.O. BOX 1270 ISLETA, NM B7022

Resolution # 98- 2

. At a duly called meeting of the Tribal Council of the Pueblo of Isleta held on the
13" day of October, 1998, the following resolution was adopted:

WHEREAS, the Pueblo of Isleta ("the Pueblo”) is a federally-recognized tribe that
acts through its governing body, the Tribal Council, which is charged with decision
making in all matters relative to tribal natural resources and the general welfare of the
tribe and its tribal members;

WHEREAS, the Pueblo and AT&T Communications of The Mountain States,
Inc. ("AT&T") have reached agreement regarding the terms and conditions of:

(1) the Pueblo’s consent to the Secretary of the Interior to grant the renewal
easement for right-of-way in accordance with the Renewal Grant of Easement for Right-
of-Way ("Renewal Grant") that is attached hereto, such grant to be made pursuant to 25
U.S.C. §§ 323-328 and 25 C.F.R. Part 169; and

(2) the Pueblo of Isleta Easement Agreement ("Easement Agreement") that Is
Exhibit A to the Renewal Grant;

WHEREAS, the Tribal Council has utilized a method for determining the fair
market value of both the initial renewal payment of $683,000 (for the initial one-year
renewal period from October 17, 1998 through October 16, 1999) and the option renewal
payment of $4,000,000 (for the nine-year option renewal period from October 17, 1999
through October 16, 2008) based upon the projected profitability of Grantes’s usage of
the rights-of-way; _

WHEREAS, the Tribal Council believes that it is in the Pueblo’s best interests to
give the foregoing consents and to execute the Easement Agreement;

WHEREAS, the Tribal Council is satisfied that all of its interests, including tribal
jurisdictional interests, are adequately protected in the Renewal Grant and the Easement

Agreement;
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NOW, THEREFORE, BE IT RESOLVED that the Tribal Council hereby
consents: (1) to the Secretary of the Interior’s execution of the Renewal Grant; and (2) to
execution by the Governor of the Pueblo of the Easement Agreement;

BE IT FURTHER RESOLVED that the Governor of the Pueblo 1s authorized to
execute the Easement Agreement and to take any and all such other action as may be
necessary in connection with the Easement Agreement and the Renewal Grant; and

BE IT FURTHER RESOLVED that the Tribal Council of the Pueblo of Isleta

hereby authorizes and directs the Superintendent of the Southern Pueblos Agency,
Bureau of Indian Affairs to execute the Renewal Grant.

CERTIFICATION

We, the undersigned as tribal officials of the Pueblo of Isleta, do hereby certify that the
foregoing Resolution was passed at a duly called meeting of the Tribal Council of the
Pueblo of Isleta, held on the 1 > day of October, 1998, at which time a quorum was
present, with ¥ voting yes, O _opposing,and O abstaining.

ATTEST:

L~Nyeae o
Ac,p"b Secré.taﬁ{_o;dﬁ Council

Attachment: Renewal Grant of Easement for Right-of-Way

2 PAI7T5.00 vmisc\resolution acdl: 1998 renewal, wod



TRIBE: _ Pueblo of Isleta
BIA DOC NO.M20 705 46 002 0322
(Renewal of 82 0143 8898)

| RENEWAL
GRANT OF EASEMENT FOR RIGHT-OF-WAY

RECITALS:

A.  The United States of America, acting by and through the Superintendent,
Southern Pueblos Agency, Bureau of Indian A ffairs, Department of the Interior,
Albuquerque, New Mexico (hereinafter referred to as “Grantor”) under authority
contained in 10 BIAM 4, Section 2.11, Albuquerque Area Office Redelegation Order 2,
Amendment 2, Federal Register February 26, 1976, and pursuant to the provisions of the
Act of February 5, 1948 (62 Stat. 17, 25 U.S.C. 323-328), and Part 169, Title 25, Code
of Federal Regulations, in consideration of §15 0,000.00, and other good and valuable
consideration as stipulated in the Pueblo of Isleta (heretnafter referred to as the
“Pueblo™) Tribal Resolution No. 88-40 dated October 17, 1988, did on April 24, 1989
grant to AT&T Communications of The Mountain States, Inc. (hereinafter referred to as
“Grantee™) the right, easement and privilege to construct, operate and maintain a one-
inch underground fiber optic cable with necessary appurtenances thereon or therein,
together with the right of ingress and egress when necessary for the above mentioned
purposes, in a right-of-way five (5) feet in width on the east side of the Rio Grande River
(hereinafter referred to as “East Side Right-of-Way™) and a right-of-way five (5) feet in
width on the west side of the Rio Grande River (hereinafter referred to as “West Side
Right-of-Way”) located on tribal lands of the Pueblo in the Counties of Bernalillo and
Valencia, State of New Mexico, as described in the Grant of Easement for Right-of-Way
approved April 24, 1989 and identified as Doc. No. 82 0143 8898 (hereinafter referred to
as “1989 Grant”). :

B.  Grantor did on April 19, 1991 amend the 1989 Grant, as consented to in
the Pueblo Tribal Resolution No. 91-17 dated March 26, 1991, by amending a portion of
the legal description for the right-of-way on the West Side Right-of~-Way and the entire
legal description for the East Side Right-of-Way as described in the Amended Grant of
Easement for Right-of~Way approved April 19, 1991 and identified as Doc. No. 82 0143
8898 (hereinafter referred to as “1991 Amended Grant™). :

C.  The Pueblo and Grantee have entered into an agreement pursuant to which
they have agreed that Grantor shall immediately grant to Grantee a renewal easement for
said right-of-way for a term of one (1) year commencimg October 17, 1998 and ending
October 16, 1999 (hereafter referred to as the “Initial Renewal Grant”) and an option for
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a further renewal easement for right-of-way for a term of nine (9) years commencing
October 17, 1999 and ending October 16, 2008 (hereinafter referred to as the “Option

Renewal Grant”).

D.  Pursuantto 25 U.S.C. §§ 323-328 and 25 C.F.R. Part 169, the Pueblo and
Grantee have agreed to the fair market value of the Initial Renewal Grant and the Option
Renewal Grant, as further set forth herein. In accordance with such valuation, payments
to the Pueblo by Grantee have been calculated and established as further set out below.
The Grantor, therefore, has accepted the resulting amounts of consideration as set forth in

this Renewal Grant '

NOW, THEREFORE, KNOW ALL MEN BY THESE PRESENTS:

That Grantor, under authority contained in 209 DM 8, Secretary’s Order Nos.

3150 and 3177, as amended, /0 BI4M Bulletin 13, as amended AAQ Addendum Release
No. 9401, and pursuant to (1) the provisions of the Act of February 5, 1948 (62 Stat. 17,
25 U.5.C. 323-328), (2) Part 169, Title 25, Code of Federal Regulations, (3) the
Easement Agreement effective as of October 17, 1998, between the Pueblo and Grantee,
a copy of which (without its Attachment 1) is attached hereto as Exhibit A (hereinafter
referred to as the “Easement Agreement”), and (4) Resolution No. 98- 52, dated October

13, 1998, of the Tribal Council of the Pueblo, for and in consideration of the
payments set forth herein and the obligations set forth in the Easemnent Agreement does
hereby grant to Grantee with principal offices at 1875 Lawrence Street, Denver,
Colorado 80202 the renewal right, easement and privilege to operate and maintain a
one-inch underground fiber optic cable with necessary appurtenances thereon or therein
as currently constructed and installed, together with the right of ingress and egress when
necessary for the above mentioned purposes, in a right-of-way five (5) feet in width on
East Side Right-of-Way and a right-of-way five (5) feet in width on the West Side Right-
of-Way located on triba] lands of the Pueblo in the Counties of Bernalillo and Valencia,
State of New Mexico, as legally described in the 1991 Amended Grant (heremafter
referred to as the “Right-of-Way™);

TO HAVE AND TO HOLD the said renewal easement for right-of-way unto the Grantee
and unto its successors and assigns, together with the right of ingress and egress to
permit the operation, maintenance, inspection, protection and repair thereof, subject,
however, to the conditions, covenants and agreements to be kept, observed and
performed by Grantee as follows:
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UNITED STATES OF AMERICA,
DEPARTMENT OF THE INTERIOR
BUREAU OF INDIAN AFFAIRS

TRIBE: _ Pueblg of Isleta
BIA DOC NO. M20 705 41 002 0312

GRANT OF EASEMENT FOR RIGHT-OE-WAY

RECITALS:

1. On August 4, 1958, the Acting General Superintendent of United Pueblos Agency,
a Bureau of Indian Affairs, Department of the Interior, Albuquerque, New Mexico,
approved a Grant of Easement for Right-of-Way to West Emerald Pipe Line Corporation,
a subsidiary of The Shamrock Oil and Gas Corporation, for a term of 20 years beginning
August 4, 1958, for a petroleum products pipeline, said right-of-way being 40 feet wide, a
distance of 20.034 miles and containing 97.14 acres, more or less, across land of Isleta
Pueblo in section 1, Township 7 North, Ranch 4 East, New Mexico Principal Meridian,
Valencia County, New Mexico; sections 5,6,8,9, 14,15, 16,23 and 24, Township 7 North,
Range 5 East, New Mexico Principal Meridian, Torrance County, New Mexico; sections 7,
18 and 19, Township 7 North, Range 6 East, New Mexico Principal Meridian, Torrance
County, New Mexico; sections 3, 10, 11, 13, and 14, Township 8 North, Range 3 East, New
Mexico Principal Meridian, Bernalillo County, New Mexico; sections 18, 19, 20 and 21,
Township 8 North, Range 4 East, New Mexico Principal Meridian, Bemalillo County, New
Mexico; and sections 27, 28, 35 and 36, Township 8 North, Range 4 East, New Mexico
Principal Meridian, Valencia County, New Mexico.

2. By Letter of Approval dated October 11, 1979, the Acting Superintendent of
Southern Pueblos Agency, Bureau of Indian Affairs, Department of the Interior,
Albuquerque, New Mexico approved a renewal of the grant of easement for right-of-way
to West Emerald Pipe Line Corporation, a subsidiary of Diamond Shamrock Corporation

(formerly The Shamrock Qil and Gas Corporation), for a term of 10 years beginning
Aungust 4, 1978.



amended, 440 Addendum Release No. 9401, and pursuant to (1) the provisions of the Act
of F ebruary 5, 1948 (62 Stat. 17, 25 USsC 323-328), (2) Part 169, Title 23, Code of Federal
Regulations, (3) the Easement Agreement effective as of October 6, 1997, between the
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- UNITED STATES OF AMERICA

DEPARTMENT OF THE INTERIOR

BUREAU QOF INDIAN AFFAIRS
TRIBE: Pueblo of Isleta
BIA DOC NO.

RENEWAL GRANT OF EASEMENT FOR RIGHT-OF-WAY
(Renewal of BIA DOC. NO. M20 705 41 002 0278)

RECITALS:

On March 1, 1993 the Superintendent, Southern Pueblos Agency, Bureau of Indian
Affairs, U.S. Department of the Interior, Albuquerque, New Mexico (hereinafter
“Grantor”) approved a grant of easement for night-of-way to Chevron Pipe Line C ompany
(bereinafter “Grantee™) identified as BIA DOC. NO. M20 705 41 002 0278 (hereinafter
“1995 Grant™) pursuant to Grantee’s right-of-way application dated April 8, 1995;

On October __, 1999, Grantee filed a right-of-way application for a five (3) year
renewal of the 1995 Grant (hereinafter “1999 Application™).

Pursuant to 25 U.S.C. §§ 323-328 and 25 C.F.R. Part 169, the Pueblo of Isleta
(hereinafter “the Pueblo™) and Grantee have negotiated and have accepted and utilized a
method for determining the fair market value of this Renewal Grant of Easement for
Right-of-Way (hereinafter “Renewal Grant”) based upon the projected profitability of the
enterprises enabled by this Renewal Grant. In accordangce with such method of
valuation, the one-time payment for this Renewal Grant has been calculated as the
present value of a mutually agreed upon portion of the net income that Grantee and its
affiliates are projected to receive from the transportation and sale of petroleum products
during the term of this Renewal Grant. Grantor, therefore, has accepted the resulting
amounts of consideration as set forth in this Renewal Grant.

Pursuant to Tribal Council Resolution No. 99-__dated October __, 1999, a copy

of which is attached hereto as Exhibit A, the Tribal Council of the Pueblo approved this
Renewal Grant in accordance with the terms and conditions set forth herein.

NOW, THEREFORE, KNOW ALL MEN BY THESE PRESENTS:

That Grantor, under authority contained in 209 DM 8,230 DM 1.3 IAM 4 and
AAQ Addendum Release No. 9401, and pursuant to (1) the provisions of the Act of
February 5, 1948 (62 Stat. 17, 25 U.S.C. 323-328), (2) Part 169, Title 25, Code of
Federal Regulations, and (3) the attached Tribal Council Resolution of the Trbal Council
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of the Pueblo, for and in consideration of the payments set forth herein and the
obligations set forth in Grantee’s right-of-way application does hereby grant to Grantee
with principal offices at 2811 Hayes Road, Houston, Texas 77082 the renewal right,
easement and privilege to operate and maintain a six (6) inch welded metal pipeline for
the transportation of petroleum products with necessary appurtenances, as currently
constructed and installed, together with the right of ingress and egress when necessary
for the above mentioned purposes, in a right-of-way forty (40) feet in width located on
tribal lands of the Pueblo in the Counties of Bernalillo and Valencia, State of New
Mexico, as legally described in the 1995 Grant (hereinafter “the Right-of-Way™);

TO HAVE AND TO HOLD the said renewal easement for right-of-way unto the Grantee
and unto its successors and assigns, together with the right of ingress and egress to
permit the operation, maintenance, inspection, protection and repair thereof, subject,
however, to the conditions, covenants and agreements to be kept, observed and
performed by Grantee as follows:

1. The renewal easement for right-of-way conveyed by this Renewal Grant is
subject to any prior valid existing right or adverse claim and is for a term of five (3}
years beginning on October 7, 1999 and ending on October 6, 2004, so long as said
easement shall be actually used for the purposes above specified and the terms of this
Renewal Grant are materially complied with.

2. The consideration for the Renewal Grant is Three Million Seven Hundred
and Seventy One Thousand Three Hundred and Sixty Two Dollars-US ($3,771.362)
deposited with the Secretary to be held in a special deposit account for the benefit of the
Pueblo. In addition, Grantee has directly paid the Pueblo the transaction cost
reimbursement payment set forth in the attached Tribal Council Resolution.

3. The terms and conditions of this Renewal Grant shall be as set forth in the
1995 Grant and the 1999 Application except that (a) Grantee shall have no additional
option to renew, (b) the following additional terms and conditions shall be included, and
(c) except where this Renewal Grant is inconsistent with the 1999 Application, 1n which
case, this Renewal Grant shall govern:

A, Subject to the consent requirements set forth in the second sentence
of this subparagraph and in accordance with applicable statutes and regulations, Grantee
may assign this easement for night-of-way to an assignee that executes a written
agreement pursuant to which it agrees to assume and perform Grantee’s duties and
obligations under this Renewal Grant. Any such assigoment is subject to the Pueblo’s
prior written consent regarding the assignee’s financial strength and condition, which the
Pueblo shall not unreasonably withhold.
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1.0 PROJECT OVERVIEW

The National Oceanic and Atmospheric Administration (NOAA) has been tasked with
determining what fee or fees it should charge telecommunication carriers who have received
permits to install submarine cables in marine sanctuaries. Determining a fair market value for
marine sanctuary ROWs (rights of way) is an unusual task. In general, the “wet” portion of
undersea installations are not subject to ROW fees. This fact contributes to the economic
viability of a technology that i1s more expensive than terrestrial systems. However, marine
sanctuaries are a unique case. The purpose of the NOAA report is not to argue for or against the
U.S. government’s ability to charge for ROWSs in marine sanctuaries, but rather to help
determine the fair market value of its ROWs.

One method to determine market value of ROW fees is based on the revenue generated by a
particular cable. To facilitate NOAA in determining fair market value of marine sanctuary
ROWs, KMI developed a model to determine revenues on transoceanic telecommunications
cables. To estimate revenues, KMI took a high-level approach using capacity and average-price
data. Revenues were calculated as the amount of available capacity multiplied by an average
price per unit of capacity, Revenues were forecast over a five year period.

Because this market is changing rapidly, four scenarios in two different geographic markets,
transatlantic and transpacific, were derived. In each of the four different scenarios, the available
capacity of the undersea cable is different. These are hypothetical systems based on current
technology, but not specific systems. The derived system revenue was based solely on the sale
of circuits. While there are a variety of product offerings such as wavelengths and varying
circuit sizes, KMI used an STM-1 circuit, 155.5 Mbps, as the standard unit of sale for the model.

1.1 CIRCUIT PRICE FORECAST

Two circuit price forecasts were used, one for the Atlantic and one for the Pacific. In
both regions, prices were forecast through the year 2007. In the past three years, the
general trend in undersea circuit pricing has been steep decline.

KMI maintains data on circuit prices of fiberoptic undersea cable systems throughout the
world. The data come from the following sources:

— FCC 214 (and other) filings

— Interviews with network operator

— Interviews with consortia member

— Interviews with carriers purchasing capacity on the network
— Conference proceedings

— DBandwidth exchanges

Bandwidth exchanges are the least relied upon sources. On bandwidth exchanges, the
system on which the capacity is available is generally not reported. Until the purchase
proceeds, the terms for the capacity are not well defined, making comparisons difficult.

Undersea ROW Valuation Model Methodology . Page 4
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Often times, restoration is not included in the posted prices. These prices do, however,
provide benchmarking information.

1.1.1 Transatlantic Circuit Prices

From 1996 to 1999, transatlantic STM-1 circuit prices have fallen annually by just over
30%. There are several causes for this decline—more available capacity, the introduction
of competition, and a perception of even greater competition in the future. In 1997, the
Gemini system came into operation. Although the Gemini system was developed by two
carriers, MCI and Cable & Wireless, it was not a traditional consortia-owned system. In
1998, Global Crossing cutover the Atlantic Crossing-1 system and competition and the
amount of available capacity increased. In 2000, TAT-14, a consortium cable, came
online.

While Gemini, AC-1, and TAT-14 brought in competition and 780 Gbps of new capacity,
a third factor contributed to circuit price erosion, the announcement of future systems.
Project Oxygen, 360atlantic, FLAG Atlantic-1, and Level 3’s Yellow system were all
slated to be installed into the Atlantic in short order. Although Project Oxygen is no
longer planning to build an undersea network, other system developers have announced
plans to build transatlantic systems: most notably, the TyCom system. Carriers looking to
purchase capacity in the Atlantic now have options, if they can wait for the new systems
to become operational. As capacity becomes more abundant, the motivation to purchase
capacity in advance of need is lessening. And, even though the numbers of competitors
currently offering capacity is small, there are now multiple companies with sales
departments vying for the carriers’ future business.

These factors suggest that prices will continue their downward trend. To forecast STM-1
circuit prices through the year 2005, KMI looked at several factors—historical trends,
advances in transmission technologies and the number of competing operators along
similar routes. With these factors in consideration, KMI forecasts an average STM-1
circuit in the Atlantic will cost $74,000 in 2005. This represents a compound annual
growth rate (CAGR) of -48% from 2000.

1.1.2 Transpacific Circuit Prices

Like the Atlantic, the Pacific is seeing dramatic circuit price erosion as well. Unlike the
Atlantic, the price erosion is greater and following a less smooth path. Because of the
shear size of the Pacific, systems are more challenging to design and more costly to build.
Despite these factors, the Pacific will soon have more competition than the Atlantic.

In the past, the transpacific fiberoptic undersea cable market was considered to be about
two years behind the transatlantic market. The Atlantic was seen as more stable and
mature. Now, with four new systems online or coming online by the end of this
year—Pacific Crossing-1, Japan-US, China-US, and Southern Cross—the Pacific is on its
way to eclipsing the Atlantic. To further this trend, there are four additional transpacific
systems announced—FLAG Pacific-1, 360pacific, TyCom, and Golden Thread.

Undersea ROW Valuation Model Methodology . Page 5
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Looking historically at pricing in the Pacific is difficult becanse TPC-5 was the last
system installed before the four mentioned above. TPC-5 is a consortium cable and came
online in 1995. Although historical pricing is difficult to gauge, there are multiple data
points for current pricing. Based on pricing data from Pacific Crossing-1, Japan-US, and
China-US, the average price for a transpacific STM-1 is approximately $5 million.
‘Southern Cross was omitted from this average, as the routing is different. The cost of an
STM-1 on the Southern Cross Cable Network starts at $12.9 million. Discounts for
larger purchases are given.

KMI forecasts an average transpacific STM-1 circuit will cost $274,000 in 2005. This is
a CAGR of —44% from 2000.

1.2 UNIT SALES PROJECTION

To derive revenne, KMI applied the circuit prices to four different sales forecasts. The
four scenarios are based on differing potential capacities of fiberoptic undersea cables.

The capacities used are based on announced technologies by various vendors including
TyCom and Alcatel.

In the higher capacity systems, KMI assumned that the potential capacity was not sold
completely. Dense Wave Division Multiplexing (DWDM) is the current transmission
technology being deployed on fiberoptic undersea cables. DWDM technology allows
multiple waves of light to travel down a fiber strand. The number of potential
wavelengths has been increasing, as has the transmission speed along these wavelengths.
Additionally, the number of fibers in each cable is increasing. These factors (and other
technological advances) are allowing the potential capacity of an undersea cable to grow
significantly. For example, in 1998 the maximum capacity a transoceanic cable could
achieve was 80 Gigabits per second (Gbps). By yearend 2002, a 5.12 Terabits per second
(Tbps) cable system is slated to be installed. Therefore, the 2002 cable will have 64
times the potential capacity that the 1998 cable has. Given that the costs for installing a
5.12 Thbps cable are less than 64 times an 80 Gbps cable, the higher capacity cable will be
able to achieve higher margins or sell circuits at a lower cost per bit.

It should be noted, however, that 5.12 Tbps is the potential capacity of a cable system.
The initial capacity will, in all likelihood, be much less than that amount. DWDM
technology allows the system operator to incrementally increase the amount of capacity
"on the cable system up to its maximum by adding opto-electronic equipment at the shore-
ends. A system owner, therefore, can add capacity as needed and reduce the upfront
Ccosts.

Because technology is increasing the bandwidth potentials on undersea cable systems
rapidly, installing a new system could be less expensive, in terms of cost per bit, than
paying to upgrade an older system. With this possibility in mind, KMI forecast that the
systems with 1.92 Thps and greater potential capacity will not sell 100% of their potential
capacity. This is not to imply that demand for bandwidth will fall off in the next few
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years, but rather that lowest cost capacity will be most desirable and the newer systems
will meet the demand. Therefore, 60% of the capacity is assumed to be sold.

1.2.1 Pre-sales

Undersea cables were first installed 150 years ago. The first transoceanic fiberoptic
undersea cable was installed in 1988. Since 1988, the market has changed dramatically.
Undersea cables used to be installed exclusively by consortia of telecom carriers. This
model worked well when each country had but one long-distance and international
telecommunications operator. The monopoly operator would join the consortia, control
the landing station in its country and get half circuits to other countries. The market was
not open to competition and all the capacity of a system would be allocated in the
planning phase. Today, factors such as deregulation, privatization, an influx of
investments and staggering bandwidth demand have altered the telecommunications
undersea market.

Non-consortium owned cables have been installed all over the world and more are
planned. In this new market, the manner in which capacity is sold is changing. When
consortiums controlled the market, a new entrant would have to purchase capacity
through a consortia member or wait for the next consortia to be formed and join as a
member. Carriers would have months, even years, to plan their capacity needs. Today, a
spot market is emerging and the need to buy capacity in advanced is diminishing.
Because more capacity is becoming available, carriers can purchase capacity as needed.
Carriers still make some advance purchases, as system operators generally offer
incentives for such purchases, but not as much as they used to. To reflect this trend, KMI
decreased the amount of capacity that was purchased in advance for the newer cables.

1.3 PER MILE DERIVATION

Once the revenues of the four different cable systems were forecast, KMI derived an
estimate for revenue per mile. Two system lengths were used, one for the Atlantic
systems, 14,000 km, and one for the Pacific, 20,000 km. Kilometers were converted to
miles and a revenue per mile forecast was created.

1.4 ROW ASSIGNMENT

The final step was to assign a percentage of the revenue per mile to the ROW valuation.
KMI used 50% of the revenue per mile figure based on terrestrial ROW valuations cited
to KMI by NOAA.

1.5 MODEL RESULTS

The resulting valuation of the sanctuaries on a per mile basis varies significantly for the
Atlantic versus the Pacific. This is a direct result of higher circuit prices in the Pacific.
For transatlantic systems, the ROW valuation average was $43,700 per mile. The
systems installed in 2000 had a resulting valuation much higher than the 2001 and 2002
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installed systems—$76,900 per mile and $67,400 per mile vs. $17,900 per mile and

$12,800 per mile.

For transpacific systems, the ROW valuation average was $141,700 per mile. As was the

case in the Atlantic, the systems installed in 2000 had a resulting valuation much higher
than the 2001 and 2002 installed systems—$214,600 per mile and $167,200 per mile vs.

$91,300 per mile and $93,900 per ruile.

The table below shows a summary of the results for the four hypothetical systems in both

the Atlantic and the Pacific.

| Atlantic: Four Scenarios

Hypothetical System Revenue (fess cost)in Year 5 Revenue/Mile  50% of Revenue/mile
640 Gbps Atlantic Ring Systemn: 2000 $3,465,620 $153,850 $76,925
1.92 Thps Atlantic Ring System: 2000 $3,036,422 $134,796 $67,398
2.56 Thps Atiantic Ring System: 2001 $806,703 $35,812 $17,906
5.12 Thps Atiantic Ring System: 2002 $574,975 $25,525 $12,762
Atlantic Average $43,748
\Pacific: Four Scenarios
Hypothetical Systemn Revenue (less cost)in Year 5 Revenue/Mils  50% of Revenue/mile
640 Gbps Pacific Ring System: 2000 $13,810.080 $429,151 $214,576
1.92 Thps Pacific Ring System: 2000 $10,759,049 $334,340 $167,170
2.56 Tbps Pacific Ring Systerm: 2001 $5,873,406 $182,517 $91,259
5.12 Tbps Pacific Ring System: 2002 $6,045,168 $187,855 $93,927
Pacific Average  $141,733
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